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EAGER ALL AFRICA CONFERENCE
Gaborone, Botswana

October 18 - 20, 1999

|. Executive Summary

The seventh and final EAGER Workshop differed from the previous EAGER semiannual
workshops in both scale and objectives. Thiswas the last large-scale public event for the EAGER
Project. Also, the All Africa Conference provided aforum where EAGER research results were
used as a springboard for broad discussion of future directions for African policymaking. The
conference was the host to more than 170 researchers, policymakers, representatives from donor
institutions and private sector participants and attracted high-ranking African decision-makers,
including the former president of Botswana, Sir Ketumile Masire.

The Botswana All Africa Conference was also longer than preceding workshops since it included
aday before the main conference for EAGER researchers to present recent research findings. The
main conference was less focused on specifically EAGER research results and followed a thematic
approach for which keynote speakers set the broad outlines of a particular, broad issue.

Following the keynote presentation, workshop participants attended one of a set of breakout
sessions, each of which were pertinent to the keynote address. Following the breakout sessions,
one page of findings from each session was then reported to the plenary group.

The objective of this format was to permit greater and more efficient exchange between the
researchers, policymakers and private sector representatives in consideration of some important
economic issues facing countries on the continent.  In setting the agenda for this endeavor,
Workshop organizers canvassed a broad cross-section of the EAGER research cadre about what
these most important economic issues were. Besides the agenda itself, organizers created a set of
guestions to be used in directing discussion to help focus the debate. Thisreinforces EAGER’s
goal of injecting more and better economic analysisinto public policy debatesin Africa

The following summary describes the major concerns brought out in each of the three keynote
addresses — breakout group discussion sessions. Highlights of the two plenary panel discussions
that ended the conference are also provided.

Besides the welcoming address by Sir Ketumile Masire, Former President of the Republic of
Botswana, the conference was also welcomed by Robert C. Krueger, US Ambassador to
Botswana, Robert Okello, Director, ECA Sub-regional Development Center for Southern Africa,
and Edward Spriggs, Director of USAID’s Regional Center for Southern Africa. In addition to



their courteous welcome, each of these speakers gave encouragement to workshop participants to
address topics that they thought were important. Sir Ketumile Masire emphasized the importance
of fiscal responsibility aongside sensible public investments. Ambassador Krueger emphasized
the importance of open trade among African countries. Robert Okello, ECA, whose organization
was a cosponsor of the Conference, emphasized the importance of collaboration in reaching the
goals of poverty reduction and an improved standard of living in Africa. Edward Spriggs, USAID
focused on the importance of more and better domestic analysisin deciding policiesin Africa

Public Policiesfor Accelerating and Sustaining Growth

Thefirst thematic session addressed public policies for accelerating and sustaining growth and
development. The keynote speaker, Mr. Harris Mule, focused on the impacts of policies on
African nations' economic performance, past and present. In laying out what he thought was the
most important agenda for Africain the new millennium, Mr. Mule proposed an ambitious set of
goals.

...Africa must refashion its institutions and put in place policies that will foster growth with
equity. Output and factor productivity must be increased. Social welfare must be improved.
Poverty must be reduced, and Africa must position itself to compete in the global economy. To
do all these, Africa must institute systems of economic gover nance that foster transparency and
accountability and by that improve economic efficiency.

In his discussion of these goals, Mr. Mule emphasized the importance of effective institutions and
leadership. While noting that sound government policies are never, by themselves, sufficient for
economic growth, they are essential and it is up to African policy makers and their advisorsto
identify them. Inthis, Mr. Mule noted the need for better research capability in Africaand cited
strides in that direction.

Following the keynote address, the breakout sessions addressed:

The Role of Leadership in Implementing Post reform Growth Policy
Developing Financial Marketsin Africa

Public Sector Saving and Debt Reduction

Reducing Poverty by Expanding Employment, and

The Economic Impact of HIV/AIDS,

Modalities for Expanding the Private Sector

The second thematic session began with a keynote address by Kwasi Abeasi, of the Private

Enterprise Foundation, Ghana. Mr. Abeas placed the importance of the private sector in context
by describing Ghana' s earlier experiments with public-sector-led development. From being awell
developed, if bifurcated economy at the time of independence, Ghana' s application of heavy state
intervention in markets and enterprises led the country into a precipitous decline in its second and



third decades. Learning from those experiences, the government has, over the past decade,
attempted to reduce direct participation by the government in markets. The government has
instead used public ingtitutions and policies to create an enabling environment for private sector
growth and development.

Mr. Abeasi emphasized that modalities for private sector growth require more than simply getting
government out of the way. Government institutions are still needed to ensure that anation’s
economic framework is adequate to encourage investment and business growth. This requires
both material infrastructure and human capacity — both of which are stretched thin in Africatoday.
While inadequate funding was cited as a mgjor hurdle for improving the operation of institutions
and retaining more able staff, he also noted that the strong tendency toward centralization in
Africa does not promote efficiency.

In his discussion of ways in which the performance of public sector institutions could be
improved, Mr. Abeas cited ssimplified regulations and better processing of private sector
application and registration requirements, a more collaborative interface between the public and
private sectors, a replacement of bureaucratic discretion with transparent decision rules, and
improved accountability within the public sector. In his conclusion, Mr. Abeas gave as the most
important targets for expanding economic growth in Africa:

“the provision of macroeconomic stability, the devel opment of the private sector as the engine
for rapid and sustainable growth and the provision of good governance with its implied high
levels of accountability, transparency and participatory approach involving all sections of the
citizenry” .

Following the keynote address, the breakout sessions addressed:

Overcoming the Barriers to Increased Productivity and Competitiveness

Opportunities for African Trade and Investment, Foreign and Domestic

Strengthening Family-Owned and Other Local Businesses, and

Enhancing Cor porate Governance Through Improved Transparency and Accountability

Africain the Global Economy

The third and final keynote address — breakout discussion session focused on the necessary
conditions for Africa’s participation in the global economy. The keynote address was given by
Mr. Felix Kani, a program economist for the Southern Africa Development Council, SADC.

Mr. Kani proposed that Africa needed to do more to integrate its nations' economies as a first
step toward competing in the world economy. He then described the experience of the SADC
countries in creating a regional grouping (building blocs for a more integrated Africa economy) as
an example of what could be achieved. First among the objectives of SADC is an equitable
distribution of the benefits among the countries attempting to harmonize their economic policies.



While efficiency gains provide benefits, the unequal starting point of countriesin aregion requires
that attention be paid to how those benefits will be distributed between countries and industries.

SADC has reduced tariffs for intraregiona trade and this has helped to expand such trade. The
secondary effect of this (increased investment) has not reached hoped-for levels but evidence
shows that it is higher than would have been the case without the removal of regiona barriersto
trade. Currently, countries in the region are in advanced stages of negotiating a free trade zonein
southern Africa

SADC isaso being used to support policy harmonization based on indirect interventions in
member states' financial markets, thus improving the likelihood that macroeconomic policies will
continue to be liberalized. So far, al member countries have liberalized their current accounts and
their central banks are introducing e ectronic payments and settlement systemsin the region.

The Protocol on Shared Watercourse Systems, the first sectoral legal instrument to be developed
in SADC, took force on 28 September 1998. The signing of the Protocol in 1995 and the
establishment of anew SADC Sector on Water in 1996, suggests the importance SADC places
on water resources and shows the need for an integrated approach to the development and
management of water resources in the region. Furthermore, member states have agreed to
cooperate in the generation and distribution of electrical energy through the Southern Africa
Power Pool. This cooperation will generate large efficiency gains with knock-on effects for
industrial productivity and competitiveness.

The Transport, Communications and Meteorology Protocol was invoked on 6™ July 1998.
Through this, member states have taken up the challenge to develop and provide an efficient, cost
effective and well-integrated transport and communications network that will ease the smooth
flow of goods, persons and information across borders. The major achievement so far has been
the building and rehabilitation of roadsto link Member States. The Projects that have recently
been completed include the Trans-Kaahari and Trans-Caprivi highways. These routes have
started to make an impact on cross border travel of people, goods and services.

SADC's progress in negotiating and finalizing protocols in various areas was highlighted, but Mr.
Kani also noted that the protocols do not represent an end in themselves. For the protocols to be
meaningful and beneficial, it is crucial that the interests of each member state are considered
during negotiation. In thisway, the product will better represent the collective aspirations of the
region. Thisisthe best way to ensure balanced development of the whole region.

Following the Keynote address, breakout discussions addressed:

Lessons for Africa from the Recent Asian Experience
Implications for Africa of WTO, EU, and US I nitiatives
Reducing Barriersto Cross-Border Trade, and
Regional Integration and Cooperation.



Panel Discussions of Education and Institution Building in Africa

Thefinal two plenary sessions of the conference provided an opportunity for key participants to
address the important topics of how to ensure better policy analysis capability in Africa and what
better policy analysis might lead to.

The members of the first plenary panel were unanimous in their support for better educational
capability in Africa regarding advanced economic training. Toward this objective, Abdoulaye
Diagne made severa recommendations. These include greater regional sharing of educational
resources, increasing resources available for education, encouraging the use of African
researchers by African policymakers, and the development of local research institutions to address
the problems confronted by African economies.

Njuguna Ng’ ethe cited the importance of the overarching political environment within which
training programs are developed, giving particular reference to the stifling effect of asingle
“party-line’. He was optimistic that attitudes are opening in Africa and that true critical analysis
of policy proposals is becoming more commonplace. Germina Ssemogerere noted the benefits
accorded economic training in Africa through the efforts of regional, donor-supported institutions
such as AERC. However, while capacity within her institution has been helped by such support,
funding students during their research still presents problems. To be sustainable, educational
programs must recover their costs, but this does not solve the problem of support for research by
students.

Dominique Njinkeu summarized the efforts of AERC to support greater economic training
capacity in Africa. These include supporting capacity building for policy research and institution
building, supporting the use of African economistsin research and policy formulation, and
ensuring that research is relevant to policy needs. These goals have been pursued by supporting
policy research directly and by supporting graduate education in economicsin Africa.  AERC has
strengthened ties with ECA and OAU and plans to collaborate more with national training and
policy institutes such as CREA in Dakar and EPRC in Kampaa

Diery Seck summarized the efforts of SISERA to support economic training capacity in Africa by
providing both financial and technical assistance to economic research ingtitutions. SISERA has
helped research ingtitutions to structure themselves as sustainable institutions. Support is
provided as core grants for partners and seed grants for emerging centers. In addition, funding
for collaborative research, sabbatical programs, and connectivity to ensure that the centers form
anetwork is available. Support is also provided for improving the managerial capability of these
research centers.

The fina panel discussion addressed the broad topic, Africa in the Third Millennium. The first
speaker, Mr. Frank Ofei offered an African Economic Vision under which each country should
strive to have a well-developed economy that is resilient to shocks and that gives a high standard
of living to each citizen. In pursuing this objective, he proposed that regiona integration, open



dialogue between the private sector and government and wise use of development assistance to
improve research and policy development capabilities were essential.

James Mtonga focused on the need to improve human welfare in African countries. He discussed
improved prospects for agricultural production through research and extension, greater
investments in a clean water supply, greater and more appropriate investments in health care with
particular regard to preventive and public health, and, improved education. Mr. Mtonga noted
that some developing countries who addressed these issues had enjoyed successful economic
growth.

Mr. Claude Andreas stressed the importance of the private sector for generating economic
growth. In particular, the need to improve labor productivity, infrastructure, access to finance
and access to markets were all cited as important. Mr. Andreas noted that the private sector is
Africa’'s most likely source for employment growth. Therefore Africa’s effort to reduce
widespread poverty must hinge on private enterprise.

Joseph Abbey focused on the importance of good governance to Africa s prospects for sustained
economic growth. It isimportant that African governments must develop and maintain alevel
playing field for the private sector. They must encourage competition and agree on a framework
for coming to a consensus on development policy. Governments must keep pace with
developments in the world trading community (WTO), and with globalization more generally.
Also, they must find ways to attract foreign investment and to develop local enterprises.

To do this, Africans should nurture civil societies that have the capacity to assess development
policies and reject irrelevant or inappropriate projects that will only increase debt without
generating new resources to pay it off. African citizens also need to ensure a consensus within the
country on development priorities, and hold governments accountable for their performance.

vi



[1. Introduction to Conference Proceedings

The EAGER All Africa conference, held October 18 through October 20 was convened in
Gaborone, Botswana. A joint undertaking of USAID’ s Equity and Growth through Economic
Research (EAGER) and the United Nations' Economic Commission for Africa, the conference
brought together economic researchers, private sector representatives, government policymakers
and representatives from the donor institutions in a forum targeting improved policy development
in Africa. Following aday of presentations of current EAGER research, the main conference
began Tuesday, October the 19" with welcoming remarks from the former President of Botswana,
Sir Ketimule Masire, US Ambassador to Botswana Mr. Robert Krueger, and others.

The following report summarizes the presentations, discussions and responses of the second two
days of the conference. It isnot averbatim report of what was said, but a compilation of
rapporteur notes, speaking points and other materials collected during or after the conference.
The report of the first day of the conference, during which EAGER researchers reported their
research findings in forawhere they could be discussed by peers and other interested parties, is
attached as an annex to the report.



Tuesday Morning 10/20/99 -- Welcoming Speeches
Opening Remarks by Sir Ketumile Masire, Former President, Republic of Botswana

The EAGER All-Africa Conference in Gaborone, Botswana titled “ Africa in the Third
Millennium” was opened with a welcoming speech by the Former President of the Republic of
Botswana, Sr Ketumile Masire.

Ladies and Gentlemen

| would like to thank the organizers of this conference on Equity and Growth through
Economic Resear ch for inviting me to speak on this occasion. | am also grateful that you have
decided to choose Botswana as the venue for the conference. While Botswana has a lot to benefit
from this gathering, it also has alot to offer. | believe, therefore, that during their short stay in the
country, the visitors will not only focus their attention on the agenda of the conference. | hope
they will definitely find other interesting pursuits outside the confines of the conference hall.

Like other countries in Africa, Botswana is facing many development challenges. The economic
transformation of Botswana, like that of the rest of Africa, has been a subject of intense research.
Over the past four years many research institutions and researchers in most African countries have
been keenly interested in identifying the means of expanding and sustaining trade and growth in
Africa

Many research organizations of international repute, including the Harvard Institute for
International Development (HIID) and Associates for International Resources and Devel opment
(AIRD), have played a critica role in helping decision makers in the public and private sectors
develop policies and strategies that will promote equitable economic growth in Africa

Particularly noteworthy have been the efforts of the Equity and Growth through Economic
Research (EAGER) which is attempting to tackle the daunting development challenges facing
many African countries. Many countries struggle with civil strife, high population growth rates,
HIV/AIDS, large debts and small investment flows, and an impoverished human resource base.
Furthermore, much of Africais not fully integrated into the global economy.

We believe, therefore, that Botswana is an especially appropriate place to have this conference
since we have tackled these problems, some with more success than others. Our National
Development Plan 8, which represents our development agenda for the current plan period,
besides articulating our planning objectives, also abounds with examples of our accomplishments
and failuresin dealing with some of these issues.

The conference will, among other things, explore the contours of adequate government
intervention under the topic, Public Policies for Acceerating and Sustaining Growth and



Development. In this context, the discussions relating to the role of leadership in public policy
reform, policy management and implementation, will be important as nations strive to maximize
both economic policy efficiency and equity, and to balance cooperation and competition.

The topic, Overcoming Barriers to Increased Productivity and Competitiveness, is aso an
interesting one to us in Botswana. We have attempted to dea with this problem by steadfastly
adhering to the principles of openness, transparency, good governance, and promotion and
development of the private sector. Inthis regard the Government undertook areview of the
size and structure of the public sector, including the parastatals. The proposed privatization of
certain activities performed by Government is one of the consequences of our public sector
reforms.

Botswana has also thrived as a result of the successful partnershipsit forged both in the region
and internationally. As a country with a small population, and thus a small domestic market,
Botswana has had to look for markets for its products and services beyond its political
boundaries. The Government of Botswana recognizes the value of regional economic integration
and its opportunities for cooperation in the development of infrastructure. Thisis one of the
ways of dealing with the harsh redlities of a borderless global economic environment.

| am encouraged by this eminent internationa group gathered here to discuss common problems,
common solutions and ways that we can live and prosper on this continent. But | would also like
to caution you that, during the next days, please do not forget that talking is only productive
when words become actions. Real change can only be accomplished when policy makers, elected
officials and the general population believe in what they are doing. It is up to people of your
qualification and position to convince and demonstrate the changes that will benefit individual
countries, their populations and Africa as awhole.

Ladies and Gentlemen, on behalf of my country, | welcome you al to Botswana and wish that you
have a productive and stimulating conference.



Welcoming Address by Ambassador Robert C. Krueger, United States Ambassador to
Botswana

Noting his pleasure to be welcoming the presenters, speakers and participants to the EAGER All
Africa Conference, Ambassador Krueger commended the humility of the previous speaker,
former President of the Republic of Botswana Sr Ketumile Masire, and offered to expand on
Botswana’ s important economic and political achievements

Honored guests and participants:

Through wise choices in both economic and political policies, Botswana has achieved successes
that are the envy of any country, African or non-African, developed or developing. Botswana
enjoys one of the highest GDP growth rates in the world, averaging 7.3 percent between 1970
and 1995. With per capitaincome of US$3260, Botswanais one of only afew African countries
classified as a middle-income country. 1t has maintained public spending at alevel well below
government income, and to the extent that a government can do this, it has maintained stable
macroeconomic conditions. Trade has expanded significantly in recent years, but Botswana still
enjoys a positive trade balance.

While Botswana' s achievements have doubtlessly been made more accessible through its
endowment of precious mineral resources, we have seen in other richly endowed nations that
wealth in natural resources is not a sufficient condition for strong national economic devel opment.
Through good economic policy, Botswana has prudently husbanded its resources and the
monetary benefits that exploiting those resources have generated. The government has made
investments in both its human capital and its physical infrastructure and has worked to build up
non-mineral based economic activities. Botswana has also benefitted from a stable, democratic
pattern of governance. It isamong the small cadre of African nations who have had peaceful
changes in leadership. Botswana was recently assessed by Transparency International to have the
cleanest government in Africa

Nevertheless, for all these benefits and achievements, it iswell to keep in mind the global context.
Botswanais a country the size of Texas with a population the size of alarge Texan city and an
economy that is small by world standards. In this comparison, it isimportant to consider the
tremendous benefits accorded the Texan economy by virtue of its being a part of awider trading
area. Texas does not have to produce its own cars. It can pursue its natural advantage in oil
production or agriculture or financial services and buy all of the cars it needs from California and
Michigan. Free trade between Texas and the rest of the United States is permanently protected in
our constitution, and we have put this large market to good use.

Botswana, on the other hand, isasmall economy surrounded by severa larger economies, and
trade among these countries, while good compared with other regionsin Africa, is not free. The
borders between Botswana and South Africa, or Zimbabwe, or Zambia are not as open as the
borders between Texas and Arkansas, or Louisiana, or New Mexico. Furthermore, the



infrastructure for linking these countries through Botswanais not well developed. These factors
count as costs for the economy of Botswana and they act as a drag on its continued development.

Open trade among African countries is one of the most crucia issues to be addressed by decision-
makers and policy anaysts —in short, the EAGER constituency — here, in Africaand now, at the
turn of the millennium. Without expanding your markets across national borders, Africa will
continue to be burdened with costs that the rest of the world is busy reducing. Africa must work
to reduce the burden placed on its many small economies by barriersto trade. This means
increasing trade among neighboring countries and harmonizing macroeconomic policies. It means
investing in infrastructure that can bridge national boundaries. Freer trade will generate larger
markets for businesses across Africa and larger markets are what African economies need, if they
are to compete on amore equal footing in the world trading system.

Botswana provides an example to the rest of Africaand to developing countries overall, that fiscal
discipline, wise public investments, and a healthy natural resource endowment are a powerful
combination for national economic growth. To those participants from countries who do not
enjoy such a natural resource endowment who might be asking — “will two out of three do?’ --
the answer, resoundingly, isyes. Fiscal restraint and wise public investments will usually surpass
their adternatives. The benefits that Botswana enjoys from trade should also be recognized by this
audience.

As this conference on Africain the Third Millennium gets underway, | encourage you to examine
Botswana s example in prudent economic management and in support of freer trade. Itismy
sincere hope that you will in thisway and others, advance the idea of freer trade in Africa and find
effective means for carrying out policies that achieve greater trade among African countries.



Welcoming Statement by Robert Okello, Director, ECA Sub-regional Development Center
for Southern Africa

Honored guests and participants:

On behalf of the Executive Secretary of the Economic Commission for Africa, it ismy singular
honor to welcome you to the All Africa Conference on Equity and Growth through Economic
Research. First, | would like to express our gratitude to the people and the Government of the
Republic of Botswana, for the warm reception we have received since our arrival. Secondly, |
wish to pay tribute to our colleagues of the US Agency for International Development (USAID)
for their generous support to the EAGER Project over the past four years. Without your
dedication, we would certainly not be here today. | hope that you will find it possible for usto
build on this relationship in future.

Asyou are al aware, the main purpose of the Conference is to disseminate the results of the
research of the EAGER project initiated four years ago, and to enable interchange of ideas with
government officials and policy makers, researchers, representatives of regional bodies, the
private sector and cooperating partners within Africa. The EAGER Project aims to help decision
makers in the public and the private sectors to develop policies and strategies that will promote
economic growth and equity in Africa

The issues before this Conference are indeed in consonance with the priorities and strategies of
the Economic Commission for Africa. One of the guiding principles of our work isto forge
effective partnerships to leverage our resources to serve Africa better. In this regard, we are very
keen on sharing the findings and the policy implications emanating from the collaborative research
effort, not only among those now present, but also with other partnersin our other networks. Our
strategy is to become a networker of African development networks. We believe that the results
of this research will serve as important ideas in the formulation of strategies and policies for
enhancing sustainable growth and development in Africain the next millennium.

As Africa enters the new millennium, we are very concerned about the serious level of poverty in
our countries. The latest Economic Report on Africafor 1999, published by ECA, explores the
development finance implications of achieving the goal of reducing poverty in half by the year
2015, as agreed to in Copenhagen at the 1995 World Summit for Social Development. Using the
most recent data, the report shows that to reduce poverty by half by the year 2015, the economies
of Sub-Saharan Africaneed to grow by at least 7 percent per year over the next 17 years. The
development finance required to attain this growth target for the continent asawhole, is
equivalent of 9 percent of GDP annually after taking into account the savings rate and expected
ODA flows. This definitely represents huge challenges to African policy makers.

We believe that primary responsibility in meeting the growth and development objectives lies with
the African people and their governments. The objectives cannot be realized, however, without
the collaborative effort of our development partners. In addition to the requirements for
development finance, another area that requires a collaborative effort is in formulating the growth
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and development strategies required. We believe that the EAGER project does help inform
possible policy interventions and, so, we look forward to a more enhanced collaborative effort
between the ECA and the EAGER project in future research activities.

Let me end these brief introductory remarks by quoting a passage from the Executive Secretary of
ECA: "As we approach the new millennium, hopes are high that Africa can emerge from the
stagnation and crises that have characterized much of its post-independence era. The emerging
vision of afuture Africais of a continent that stands proudly alongside its global trading partners
and sustains economic growth, a continent where access to health care is given, where education
isuniversal, where economic stability is a human right, and where poverty in al its manifestations
is sharply reduced within the coming three decades.”

| believe that the issues threshed out in the EAGER papers, and those we will discuss over the
next two days, will significantly contribute to the realization of the above vision.



Welcome Remarks by Edward J. Spriggs,
Regional Director, USAID Regional Center for Southern Africa

Good morning, ladies and gentlemen. Welcome to Gaborone.

We at the United States Agency for International Development, and particularly here at the
Regional Center for Southern Africa, are proud, along with the ECA, to be a part of this All-
Africa conference. We applaud your commitment to promoting high quality policy research and
analysis and to strengthening capacity in the region to carry on such vital work.

At USAID's Regional Center located here in Gaborone, we are involved in severa initiativesto
promote policy research and analysis and to create various fora to promote dialogue between
stakeholders on key regional issues -- including trade, finance and investment, transport and
telecommunications, agriculture, trans-boundary natural resources management, and democracy
and governance. It is particularly fitting that this All-Africa EAGER conference is taking place in
Botswana. Botswana has long recognized the importance of high quality policy research and
analysis and its contribution to good economic management and governance. Thisis evident in
Botswana's economic growth performance and political stability over the last three decades.

We dl are aware of the complex developmenta challenges facing Sub-Saharan Africa, much of
which will be discussed in great detail at this conference. Africa has experienced some difficult
times in the past, but we believe that Africahas arrived at a tunning point. President Mbeki of
South Africa and other leaders frequently speak of the African renaissance. It is our firm belief
that a variety of initiatives, such as the EAGER Project, are making important contributions
toward achievement of this renaissance.

An important challenge for these initiatives is how to harness the considerable analytical capacity
that already existsin Africa. We at the Regional Center are developing, in concert with our
African partners such as SADC, severa capacity strengthening initiatives. For example, we are
holding a meeting of senior policy makers in the southern African region in November to
determine their top policy analysis needs related to regiona economic integration. We will then
facilitate interaction between top policy makers in the region and southern African policy
researchers and analysts to work together, from a supply and demand perspective, to resolve key
issues related to regional integration in southern Africa. We are prepared to devote significant
resources to this effort, and to the capacity-strengthening of key southern African institutions,
because we firmly believe that the destiny of Africaliesin its own hands.

| hope that all of us will take from this conference a renewed commitment to " push the envel ope”
in terms of the lessons learned over the past few years and the desire to continue to lobby for
good economic management and governance throughout Africa. In particular, | would like to
challenge each and every one of you to push for implementation of key policy reformsin your
respective countries and subregion. Much has been done in the area of economic and socia policy
research and analysis in Sub-Saharan Africa. A fundamental issue is the extent to which these



analyses have had an impact and resulted in meaningful change. This requires the involvement of
policy researchers and analysts, policy makers, and civil society at large in a candid,
straightforward discussion of the issues and development of concrete actions to assure successful
implementation of policy changes.

In thisvein, | would like to welcome you once again to Botswana and wish you great success at
this conference and in your future endeavors to continue to push for broad-based, sustainable
development in Africa.



Overview by the Chiefs of Party for thetwo EAGER Cooper ative Agreements

Dr. Clive Gray, Chief of Party, EAGER Public Strategiesfor Growth with Equity, Harvard
Institute for I nternational Development (HI1D)

Dr. Gray gave a brief description of the EAGER project and of the means by which HIID’s
EAGER/PSGE project had advanced collabor ative research of practical and important
development policies over the past four years. This process has been inclusive but focused and
the results in terms of both increased capacity within the African research community and policy
impacts have been good.

On Monday, EAGER research results were presented by researchers and discussed by the
participants. This method of distributing EAGER research results has been going on for several
years now through semiannual EAGER Workshops. Today, however, the venue is changed as we
hope to leverage the progress that we have made in knowledge through past research by using it
to illuminate the way forward for Africa. Hence the conference istitled, “Africain the New
Millennium”.

Over the course of this conference, we hope to generate discussion in smaller breakout sessions
through a set of proposed questions and following keynote presentations on key policy issues.
The discussion of these breakout sessions will be reported to the plenary by the rapporteurs for
each session. At the end of the conference, we will engage in two panel discussions of key policy
issues and provide a chance for participants to put forward their thinking about these issues.

Dr. Dirck Stryker, Chief of Party, EAGER/Trade Regimes and Growth, Associates for
I nter national Resour ces and Development (AIRD)

Dr. Sryker commended the introductory speakers with particular regard to the message of
Africa’ s need for success stories. He noted that while Africa’s problems are what most often
gets discussed, there are important lessons to be learned from African success stories such as
Botswana. He provided details for the implementation of the Workshop Design and noted the
importance of summarizing well the discussions in the breakout sessions for reporting to the
whole group. Sgnificant effort has been made to generate an inclusive and productive
conference, but what is achieved will be up to the participants themsel ves.
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[11. Keynote Address: Public Policiesfor Accelerating and Sustaining
Growth and Development

Mr. HarrisMule, TIMSLtd, Kenya
Mr. Chairman, Fellow Participants, Ladies and Gentlemen.

| am honored by the invitation to address this distinguished assembly of scholars, researchers, and
practitioners on the importance of public policiesin accelerating and sustaining growth and
development. Africa's economic history in the last twenty years has demonstrated the centrality of
public policies in promoting or hindering growth. It isfitting that this conference is taking placein
Botswana, a country that, over three decades, has consistently pursued sound public policies, and
as aresult, has achieved an exemplary record of sustained growth.

The story of Africas under performance has been repeated in many forums often in the last twenty
years. It isastory of poor governance, absence of civil liberties, internal conflicts and loss of lives,
falling standard of living and increasing food insecurity, increased child mortality and declining life
expectancy, and poor macroeconomic performance, including arising debt burden. Nevertheless,
significant advances have aso been made both on the political and economic fronts. Dismantling
of apartheid and the orderly transition from an oppressive regime to democracy in South Africa
was asigna event. Although there have been lapses, many countries have moved from military
dictatorships to civilian rule, recent eventsin Nigeria being a good example. Interna conflicts
have been resolved in severa countries, notably in Mozambique, and more recently in Liberia and
SierraLeone. Single party rule has been replaced with a multi-party system of governance thereby
facilitating participatory democracy and extending the frontiers of civil liberties to an increasing
number of Africans.

On the economic front, some advances have aso been made. Real per capita GDP that declined in
1980s and first half of 1990s turned around in 1994, and increased by more than 1 per cent
annually between 1995 and 1998. Overall fiscal balances have improved, with budget deficits as a
percentage of GDP declining from 5.1 per cent in 1990-94 to 2.5 per cent in 1995-98. Average
rates of inflation have also declined with a number of countries experiencing single digit inflation
rates. There have also been improvements in external balances of the majority of African counties.

It is against this admittedly mixed background that the challenges, opportunities, and policy
response facing Africa should be defined. And the challenges are many. Foremost among these is
the viability of the nation state itself. The primary challenge of Africa at independence forty years
ago was nation-building. This was achieved with varying degrees of success. But the economic
decline of the last two decades has led to disaffection, ethnic particularism, and conflicts. In
extreme cases, this has led to state failure, asin Somalia. The opening of the political system, a
desirable outcome by any criteria, has posed mgor challenges to national cohesion as well.
Political loyalties tend to be defined by ethnicity rather than class or economic interests. This can
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lead to national disintegration. Politically, Africamust put mechanismsin place that will define the
parameters of political competition, and prevent and resolve conflicts.

On the economic front, Africa must refashion its institutions and put in place policies that will
foster growth with equity. Output and factor productivity must be increased. Social welfare must
be improved. Poverty must be reduced. Africa must position itself to compete in the global
economy. To do all these, Africa must institute systems of economic governance that foster
trangparency and accountability and thereby improve economic efficiency.

To achieve the above goals, Africa should take advantage of the opportunities open to it. Africa
has natural resources that can form a basis for resumption of growth. It has a youthful and
increasingly literate population. The end of the Cold War has opened opportunities for Africato
focus on devel opment without the distraction of geopolitical competition. Appropriate policies are
acentral element in the strategy.

The experience of the last twenty years tells us that policies matter. The policies pursued up to
mid 1980s that overextended government intervention in production, trade, prices, and resource
allocation clearly did not work. The reforms undertaken since then have led to improvements,
although modest, in economic performance.

However, the modest response to policy reforms show that public policy, though necessary, is by
no means sufficient condition to foster rapid and sustained growth. Other factors must be taken
into account. Among these are the adequacy, relevance, and comprehensiveness of the policy
package; the global context, the domestic context, and the role of leadership.

The experience of the last 15 years shows that the presumption that unregulated markets and, the
corollary, minimalist states, are not options for sustainable growth in Africa. The markets, though
important for ensuring economic efficiency, must be regulated to forestall market failures.
Experience elsewhere, notably in South-East Asia, has demonstrated that carefully thought out
and targeted state intervention can have maor positive impacts. The state is better positioned to
provide services that have major externalities. It is now recognized that the state is central to
growth and development, and the debate has shifted from the role of the state to the efficiency of
the state.

The policy package must also be comprehensive. It must address the problem at hand, taking into
account the political and social environment, the macroeconomic context, the structure of the
economy, and the microeconomic setting. Initialy, the policy reform efforts focused primarily on
macroeconomic issues. Overtime, the inadequacy of this approach has been recognized, and the
reform package has been expanded to cover not only macroeconomic issues, but also other
economic issues. Governance, and to alesser extent institutional issues are increasingly important
elementsin any policy package for fostering growth and development.
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An important element in the policy package that is often ignored in policy design isingtitutions.
Thisis primarily because institutions are not easy to define, to quantify, and to factor in policy
design. Ingtitutions may be defined as prescriptive patterns of correlated behavior. They are
stable. They are both formal and informal. The formal ingtitutions are formalized into
organizations with legidlation, rules, and regulations to govern their operations. Informal
ingtitutions include the societal norms and values governing individual behavior. Formal and
informal institutions are closely linked. Where formal institutions and the organizations supporting
them are in harmony with informal institutions, policy acceptance and therefore implementation is
assured. Where there is disconnect between the two, policy is resisted.

Thisdiguncture is at the heart of many public policy failures. Many public policies, be they
economic or social, do not address adequately the institutional environment. In many cases, they
assume away the institutions. Even when they explicitly address ingtitutional issues, like
legidation, law reform, or civil service reform, they assume away the social norms and individua
values.

To address adequately the question of institutions as a parameter in public policy formulation, at
least three things must be done. First, public policy formulation must be nationally owned.
Secondly, it must be participatory. Thirdly, policy researchers and analysts must incorporate
institutional parametersin their design. They must avoid the all too frequent disconnect between
formal policy analysis and the deeply held values and norms of a society. As such, research teams
on public policy should be multi disciplinary.

In addition to domestic factors, sound public policy must take into account the international
setting. For Africa, two issues are relevant. First is the issue of official development assistance.
Africais highly aid-dependant. A high proportion of government budgets and national import
requirements of African countries are financed by aid. Nevertheless, aid levels are falling.
Furthermore, aid relationships are changing. Aid will increasingly depend on good performance of
the recipient country. It will depend on the willingness and capacity of a country to institute and
implement sound policies and to attain devel opment goals acceptable to the donor. Inevitably,
not all countries can meet these requirements, and those that do not will be allowed to falil.

Second, and more important, is the issue of globalization. The term itself is very imprecise. It
means different things to different people. At the core, globalization means trade openness and
removal of trade barriers, integration of capital markets and openness to investments, and mobility
of technology. Thisin turn means foreign ownership of national assets, transfer of power from the
state to transnational corporations, and integration of cultures.

Viewed as a process of international economic interaction through trade and investments,
globalization is not a new phenomenon. There was more trade and movement of capital between
nations as a percentage of GDP during the last quarter of the 19th century than today. The new
globalization situation is the advance in communication technology and internationa rules and
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regulations governing communal relations among nations, notably through the World Trade
Organization.

Under certain conditions, globalization, through trade and investments, can lead to rapid
economic growth. This was the case with South East Asia. Nevertheless, other regions of the
world, notably Latin America aso experienced rapid growth between 1960 and 1980s under
impact substitution policies.

Generaly, globalization leads to increased inequality between and within countries as was shown
in the UNCTADs 1997 Trade and Development Report. It unleashes centrifugal forces of
international economic integration on the one hand and localization on the other. Asarule,
globalization is beneficia to the strong and negative to the weak. Those with the resources,
technology, information, skills, and capacity to adopt can benefit economically from globalization.
The weak and unskilled are likely to be affected negatively.

Nevertheless, whether the impact of globalization is positive or negative, the phenomenon cannot
be ignored. It must be factored in policy formulation to take advantage of its positive attributes
and reduce the negative consequences. This will include careful research on trade policy to
determine how fast and in what manner to liberalize trade, under what circumstances, and when to
liberalize the capital account, how to manage foreign direct investments, including portfolio
investments, how to manage government budgets in the face of declining revenue from import
taxes, how to manage external shocks, how to nurture national cohesion in the face of
globalization and localization, and how to protect the poor.

Therefore, besides domestic economic and political factors, sound public policies call review and
analysis of the external environment. The analysis should be comprehensive. Above dl, sound
public policy has to have the possibility of being implemented. Thiswill be accomplished by
factoring the institutional constraints into policy analysis. The institutions will determine the
policy absorptive capacity and determine the scope and pace of policy changes.

To design and make policies that will foster sustained growth calls for leadership. It isonly
through effective, efficient, and responsive leadership that African countries will meet the
challenges of national cohesion, social transformation, and sustainable growth with equity. The
leadership has to be broadly based and include political leadership, business leadership, leadership
in civil society, and leadership in professions, including academics and researchers.

Of the four types of leadership, political leadership and leadership in the realm of ideas and
research are particularly important. For sound public policy making, Africawill need leadership
that has competence to comprehend the threats, challenges and opportunities of globalization, the
imperatives of good governance, the vision of a preferred future, and the capacity and
commitment to realize it. It should be aleadership attuned to aspirations of its citizens and
capacity to assess different options open to it to attain those aspirations.
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Africahas had its share of poor leaders. It also has had outstanding political leaders. Moreover,
there is now a new generation of young Africans, many of whom are competent and committed,
with great potential for leadership. With the opening of the political system, it should be expected
that many potential |eaders will become leaders in the coming years.

In the realm of intellectual leadership, the rapid advancesin education at al levelsthat Africa
achieved in the 1960s and 70s has experienced reversals. Thisis particularly acute at the
university level where there is evidence of decline in the quality of education. The problem is
exacerbated by the brain drain of highly trained Africans. These trends must be reversed if Africa
isto retain and expand its capacity in analysis and formulation of sound public policies.

On a positive note, there has been a resurgence of research activities on public policy during the
last ten years. The African Capacity Building Foundation is supporting more than twenty policy
analysis ingtitutes both within and outside governments. Some initiatives like the African
Economic Research Consortium, have made major strides in strengthening capacity in economic
research and policy analyss.

The challenge to sound public policy making in Africais enormous. Under the best of
circumstance, public policy making is an exacting art requiring combination of skillsin goal
setting, policy analysis, and making decision from several options under pressure from competing
interests. Policy making in Africais more difficult because the choices are harder, resources are
scarce, and skills on policy analysis are limited. Nevertheless, hard choices have been made in the
past, and capacity on policy analysisis gradually being built up.

IV. Tuesday 11:00to 13:00 — Breakout (Parallel) Sessions
Sesson#1 Implementing Post reform Growth Policy: The Role of L eader ship

Chair: Emmanuel Kasonde, Zambia Revenue Authority
Rapporteur: Max Thondolo, Chancellor College, M alawi
Resources.  Clive Gray and Malcolm McPherson, HITD

The chairperson proposed a context for the discussion by presenting the relationship between
economic success (measured by growth rates) and governing ingtitutions. He stated that |eaders
in both the public and private sectors should be qualified to oversee the development and
maintenance of institutions that can govern the economic arena for the benefit of greater
economic growth.

The problem is that the path to political power in Africa does not necessarily filter for these
qualifications. To the extent that political power often rises through support of a political party,
some way needs to be found to involve technically competent people in this process. Either
directly, by having technocrats insinuate themselves into positions of political power, or by

15



helping to define the party platform (manifesto). Through involvement with the creation of the
party platform, technocrats can help to ensure that the objectives of institutions are reasonable
and that there is a feasible path for achieving them.

From the government to the party to the individual is a tortuous path for accountability to follow,
but accountability for choices about governing institutions is what is needed to ensure that
effective institutions with reasonable mandates are our result.

Response from the Floor

In Africa, no formulafor predicting how aleader will rise to the top exists. Perhaps, the evidence
for going with technically trained people has not been particularly encouraging for Africa. Our
passing generations of leaders were often among the most highly educated of their nations, but
their performance as managers of economic growth has been disappointing. What is needed in
Africais benevolencein its leaders, no matter how they come to their position of political power.
Asfor the educational qualifications, these do not matter in the leader if (s)he has access to good
technical advisors.

. Economists are not sufficiently equipped to advise on the process of selecting effective
growth oriented leaders. Complementing economic criteria with the wisdom of political
science and other disciplines would offer relevant guidance for choosing effective
leadership.

The aspirations of the people have to make their way into the national manifesto. What the
people want is really the cornerstone for growth in an economy. The problem is harmonizing the
actual aspirations of the people with the party platforms and with the objectives of |eaders.

. Upgrading the educational status of the citizenry is vital to ensuring that competent
leaders are selected.

The caliber of leadersis areflection of the caliber of the society ruled by the leaders. Weak
institutions will breed weak leadership. This calls for the need to strengthen institutions and civil
society for Africato begin electing effective leaders. The way to strengthen institutions is to
ensure that the citizenry is accorded educational opportunities. That way there will be no room for
so called charismatic leaders since the leader will truly be ‘first among equals.’

. The assertion that |eaders need to be charismatic in order for them to carry through
meaningful economic growth and development policies does not seem valid in modern
times. It is by building strong institutions and civil society that effective leadership will
emerge.

Finally, the importance of winnowing development advice from abroad was addressed.

16



. Africa sdestiny liesin the hand of Africans themselves. This calls for selective acquisition
of advice from ‘well wishers to avoid being misled accidentally or intentionaly.

Session #2  Developing African Financial Markets

Chair: Jimnah Mbaru, Dyer & Blair Ltd, Kenya
Rapporteur: Malcolm McPherson, HI1D, USA
Resour ce: Judith Aidoo, Consultant/USA

Presentation by Judith Aidoo

The basic purpose of fostering African capital markets and financial marketsin genera isto
mobilize capital for the African economic development. A great deal of attention has been
devoted to the issue over many years, but results to date are far from satisfactory. African capital
markets remain small, lack liquidity and are costly. They have cumbersome legal requirements,
and even operational problemsin settling trades. Fundamentally, they generate little new
investment capital, particularly for indigenous businesses. Y et Africa needs huge amounts of
investment, including an estimated $50 billion in the telecommunications sector aone. Thus, the
development of effective financial marketsis a critical factor for achieving rapid and equitable
growth.

Following the old axiom, “Y ou reap what you have sown,” the disappointing “harvest” in African
financial markets suggests that the “seeds’ have not been correctly selected or properly sown.
What can be done differently? One possibility isto develop larger, deeper, and more liquid
markets by creating regional markets and regiona investment funds. In addition, much more
effort has to go into developing long-term financial ingtitutions other than stock markets,
especially insurance markets, pension funds, and bond funds. These approaches cannot succeed,
however, without a stable macroeconomic environment, lower interest rates, and further reforms
to support the growth of the private sector.

Data compiled by the International Finance Corporation on emerging stock markets around the
world shows that African markets have generated high rates of return over the past five years, on
average, though individua markets have been highly volatile. Still, returnsin the African stock
markets (excluding South Africa) have a negative covariance with returns in most other markets,
suggesting that investment in Africa can actually reduce overal riskiness for a diversified portfolio
of equity investments. Furthermore, African markets are not significantly less liquid than many
other emerging markets, and sharesin Africaare very cheap, as indicated by the fact that the
price-earnings ratio is around eight, compared to 20-30 in the United States. African stock
markets thus offer an attractive combination of attributes, but most international investors
continue to overlook the region.

Discussion
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1. Theinitia discussion centered on the development of capital markets. The main points made
by participants include:

To attract capital inflows and mobilize investment, sound economic fundamentals and
good prospects for economic growth are imperative. Capital flows do not respond to
needs, but to opportunities for profit, relative to risk. Public policies have important
bearing on both the risks and returns, for better or for worse. To make progressin
developing financial markets underlying factors must be assessed.

Besides size and liquidity, risk is an equally fundamental determinant of the direction of
financial flows, and African markets are viewed as highly risky.

A specia program to stimulate ownership of stocks among blacks in South Africaran into
serious problems in the face of a market decline. New thinking is needed to devise other
mechanisms for promoting indigenous participation in stock marketsin Africa

The stock exchange in Botswana operates very efficiently, with one full time employeein
asingle small room. In addition, the government encouraged companies to float shares by
offering atax break that is due to expire after five years.

A question was raised about the benefits of attracting foreign investment, because such
funds can be highly volatile, adding to risk in the market. Ms. Aidoo responded by
repeating the fact that local savings cannot possibly provide enough funds to satisfy the
development requirements of most African economies.

Development of local capital marketsis equally important to stem and even reverse capital
flight, as occurred in Latin America

Stock markets are important, but even more important in the short to medium run are
insurance markets, pension funds, and the banking system.

The main source of long-term financing throughout the world is from reinvested earnings.
Thus, creating economic conditions that support higher earnings is the most effective way
to generate investment capital, especialy for small and medium enterprises that are not
well served by the formal financial markets.

The group also devoted quite a bit of time to discussing the question of how to deal with
insolvent banks. According to the Chair, thisis the most pressing financial market
problem facing most countriesin Africa. The discussion revealed major differences of
opinion, highlighting the fact that solutions will vary according to circumstances. The
bleeding cannot be allowed to continue. Alternative approaches include restructuring the
banks, facilitating bank mergers, and closing banks. All participants agreed, however, that
decisive action is needed to deal with problem banks, and that effective banking
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supervision is an essential element of the policy framework for developing financial
markets. Other main points included:

Closing large banks can undermine confidence in the banking system, creating a domino
effect that will hit indigenously owned banks especially hard.

To the extent that banking failures have been caused by government policy, it is unfair for
the government to solve the problem by closing the banks.

But letting large banks continue to operate can ssimply cause bigger problems later, as
occurred in Asia and even the United States.

Financial intermediation in Africais very weak. A very large fraction of savings does not
pass through the financial system, meaning that the alocation of investment fundsis very
inefficient.

In much of Africa, the culture norms related to borrowing from banks are part of the
problem.

African countries should seriously consider establishing deposit insurance schemes so that
the cost of future bank failures is borne by the banks, not by the taxpayers.

Other important points raised in the session included:

The issuance of government securities to finance budget deficits crowds out private
borrowing, undermining the fundamental purpose of financia markets.

In discussing financia market policies, one must keep in mind that the purpose of
development is to benefit most of the people. This means that financial market policies
cannot be judged as successful unless they promote local businesses, mobilize local
savings, employ local people, and generate broad-based economic growth.

Central bank independence is not achieved by legidation alone. A serious commitment is
also needed by nationa leaders to keep politics out of monetary policy management.

The sequencing of financial liberalization is more a matter of sensible timing and good
judgement. Thereisno clear formulafor “optimal” sequencing.

Globalization of financial markets does introduce new risks to the system, and new

constraints to domestic policy. At the same time, they provide tremendous opportunities
for attracting capital required for development. In any case, the constraints on domestic
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policy arising from financial flows are valuable as far as they compel leaders to pursue
sound policies.

Conclusion

At the end of the day, the job of financial markets is to mobilize resources for investment. This
cannot be achieved without responsible macroeconomic policies and strong economic
fundamentals, and a so an efficient, effective and accountable regulatory framework.

Session #3  Public Sector Saving and Debt Reduction

Chair: Joseph Kinyua, Central Bank of Kenya, Kenya
Rapporteur: Jonathan Haughton, Suffolk University and HI1D
Resour ce: James Duesenberry, HIID, USA

Seven themes emerged from the discussion of public sector finance. The essence of the
discussion is gathered under these headings.

1. Therule of thumb is" balance the budget unless there is an exceptional justification.”

James Duesenberry (HIID, USA) noted that in recent years there has been areturn to the
presumption that budgets should be balanced - a view that was aimost universal before the 1930s.
A measure of flexibility is still called for, which suggests the following rule of thumb:

"Governments' revenues should cover recurrent expenditures and, unlessthereisa
particularly strong case for making an exception, capital expenditures too."

Guindo Nafissatou Konare (Trade Directorate, Mali) argued that many African countries take the
US asamodel, and convincing them to follow this “orthodox model” is difficult when the US
runs budget deficits. In response it was noted that the US, dissatisfied with running budget
deficits for many years, is now running asmall surplus.

The legacy of past deficits is accumulated debt, which has to be serviced. According to Joseph
Kinyua (Central Bank, Kenya), this severely restricts the choices open to governments. In Kenya,
aquarter of government revenue goes to pay interest on the debt. This squeezes other
expenditures, makesit hard to pay down the debt, and in the words of Njuguna Ndung'u
(University of Nairobi, Kenya), "condemns one to be unable to change the deficit." According to
his research, the need to service short-term borrowing can strain budgets - to the point wherein
some countries the short-term domestic debt cannot be sustained (Zimbabwe, Maawi, Zambia).
Hamiss Mwinyimvua (University of Dar es Salaam, Tanzania) emphasized a similar point, noting
that despite low revenue collections, Tanzania has in recent years had a primary surplus, which it
has used to clear some outstanding debt. Thisin turn has led to the under funding of recurrent
spending, and an almost total dependence on foreign grants and loans for development spending.
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2. A balanced budget, on a cash basis, can be deceptive

The IMF typically targets the primary budget balance as one performance measure. Sam Ashong
(CEPA, Ghana) reported that in Ghana the budgetary targets have been achieved, on a cash basis,
and thisis apparently satisfactory to the IMF, which was obliged to work with the available
official statistics. Nevertheless, the balance has only been achieved by alowing domestic arrears
to accumulate. With less government borrowing, the T-bill rate has fallen. Meanwhile, unpaid
domestic firms have had to turn to the banking system for additional working capital.

The problem here is an accounting one. Joseph Kinyua pointed out that on a commitment basis,
Ghana has failed to achieve budget balance. The point hereis for the purposes of fiscal discipline.
It is not sufficient to look just at the cash flows.

3. The IMF time horizon for structural adjustment is too short, too narrow

Even when the IMF targets make sense, a problem with the required speed of adjustment exists.
The IMF appears to have a three-year time horizon in mind when for many economic activities
(e.g., getting foreign investment inflows) waiting a decade may be necessary. Countries
themselves also need to persist. Perhaps, it was suggested, thisis easier for those countries that
have gained economic wisdom based on "experience derived from bad judgement!"

Sam Ashong expressed his concern that the IMF tends to gear programs toward achieving
financial health, not explicitly to tackle growth and poverty. Inthe same vein, Njuguna Ndung'u
argued that the World Bank program in Kenya had the effect of raising poverty. While no real
alternative to structural adjustment policies may exist, complementary policies are called for that
target poverty. In Kenya, poverty is strongly correlated with alack of assets, and this calls for a
concerted effort to equip the poor with land, training, or other assets; one could start by targeting
these interventions to those districts where poverty was most serious.

A similar point was made by Guindo Nafissatou Konare. Despite achieving macroeconomic
balance in Mali - no domestic debt, a primary budget surplus, borrowing only for large projects -
"households do not fedl it." Something more is needed beyond adjustment.

4, The social costs of adjustment may be over stated

Major concerns that governments have when moving toward fiscal health is that social costs are
incurred during structural adjustment. Jeff Metzel (AIRD, USA) referred to a study that found
that the social costs of adjustment were not as large as had been feared. Although some public
servants were affected, the poorest part of the population often does not receive many
government benefits anyway, and so stands to lose little. Joseph Kinyua concurred, arguing that
politicians opposed to change often find it convenient to exaggerate the social costs involved.
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5. Taxpayers are more willing to pay if they see some benefits

Taxpayers are more willing to pay taxes when they aso benefit tangibly from government
services. Jeff Metzel noted that the government, which used to tax vanilla exports at a 30% rate,
reduced the rate to 10% some years ago and has now eliminated it entirely. Vanilla producers
have reinstituted a voluntary tax on themselves in order to finance local infrastructure - a tax they
would be unwilling to pay to the central government because none of the proceeds would be spent
locally. A paraléel inthe USiswith "businessimprovement districts’ that self-tax to keep their
localities clean and sefe.

The implication is that a more decentralized system for collecting and spending taxes,
strengthening the link between taxes paid and services received, might boost revenue
mobilization. Nehemiah Osoro (University of Dar es Salaam, Tanzania) added that introduction
of arevenue authority, such as done in Kenya, Tanzania and elsewhere, also appears to help with
revenue mobilization.

Jonathan Haughton (Suffolk University and HIID, USA) suggested that it is hard to generaize
about the appropriate level of tax revenue, but argued that greater mobilization is called for in
countries such as Madagascar, Tanzania, Uganda and the Democratic Republic of the Congo,
where the ratio of revenue to GDP isless than 12%. On the other hand, Kenya's revenues, at 27-
28% of GDP, impose atax burden that may be harming growth.

6. More attention needs to focus on how investment money is spent.

According to Nehemiah Osoro, it costs about $190,000 per km to pave aroad in Botswana.
Comparable prices in Kenya and Tanzania are two to three times as high, and the quality seems
poorer. Themora issmple. It isimportant to watch more closely how government funds,
particularly investment funds, are spent.

7. Privatization affects public saving very little, especially initially.

Experience to date shows that privatization brings little relief to the budget, and may sometimes
be expensive to undertake. Madame Konare said that in Mali the companies privatized so far were
not worth much, and so brought in little revenue; on the other hand, workers have sought (and
won) damages, which have proven costly to the state. The government is moving slowly on
privatizing the firms that "work well" including a major cotton factory, the main tobacco firm, and
banks (although tenders have been put out in thislast case). For avariety of reasons the financia
position of privatized firmsin Mali has not improved very much since they were privatized.

In Swaziland, according to Noreen Maphalaa (Ministry of Finance, Swaziland), privatization is
being restricted to firms that can survive; many small parastatals "cannot be profitable."
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The privatization of Kenya Airlinesis seen as a success. The government assumed the company's
debt; it then used the proceeds of the sale to cover this debt. The payoff is coming now, asthe
subsidies to the company have ceased, and it is paying taxes.

Ghana has raised fairly substantial sums from privatization, but has mixed the proceeds in with
regular revenue. Sam Ashong argued that this is dangerous, because the inflow is not steady. It
might be better to use the proceeds for development, particularly socia investment - in effect to
substitute one set of government assets for another.

The government of Tanzaniais half way through its privatization process, according to Hamisi
Mwinyimvua. Some privatized parastatals (e.g., Tanzania breweries, a cigarette company) are
doing well. In the short run the government still has to pay off the accumulated debts of the (ex)-
parastatals, but once this is done the budgetary gains will become more important.

Sam Ashong offered a reminder that privatization needs to go hand in hand with the promotion of
competition, for otherwise one would be substituting one form of monopoly for another. State-
owned enterprises may often be justified on social grounds - such as creating jobs - but these
rarely hold up to scrutiny.

What role should government play in providing infrastructure? Jonathan Haughton found it hard
to justify a government role in electric power. Madame Konare argued that it would be
unthinkable for anyone but the government to provide the roads and railroads in Mali. It is seen as
aduty of government. On the other hand Jeff Metzel noted that Mali is moving toward the
private provision of irrigation, strictly an area of state provision in the past.

Session #4  Reducing Poverty by Expanding Employment

Chair: Bax Nomvete, AIPA, South Africa
Rapporteur: ServaciusLikwelile, REPOA, Tanzania
Resources:  Dirck Stryker, AIRD/USA

Geor ge Gyan-Baffour, Howard University/USA

General Discussion

Poverty is a pervasive problem, affecting the whole of Africa. A disproportionate number of the
poor are women and the youth. 1t was observed that the problem of poverty was known; what is
missing is feasible solutions for implementation. The discussion was thus geared towards
providing practical suggestions.

The strategy to get the poor out of poverty should address issues of critical importance to the

poor. A comprehensive approach needs to be taken, needing a sound macroeconomic
environment, linking macro and micro levels. Focus should be on wealth creation. These are
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issues like employment, (especialy self-employment), the informal sector, human capital
development addressing education (entrepreneurial skills), health, land, and capital.

| ssues identified:

Four issues are considered critical in addressing poverty reduction that need to be addressed by all
countries, taking cognizance of the fact that certain policy options are country specific. The
issues are:

Capacity building

The stress here was on the need to have a guided and focused skills development program
involving both the public and private sectorsin areas of human capital and workforce
development.

Sate intervention

This should be in the areas of infrastructure development and in ensuring that there is a sound,
enabling macroeconomic environment as this has a bearing on success. Policy biases affecting
agriculture and the informal sector should be re-examined.

Accessibility

Accessibility to assets and stimulation of domestic savings is needed to promote domestic
entrepreneurs. Once domestic investors are nurtured and flourish FDI can then be easily attracted.

Direct transfers

Provision of safety netsis required for the poor to protect those not easily taken out of poverty in
the short-term.

Sesson #5  Economic Impact of HIV/AIDS

Chair: Diery Seck, IDRC, Senegal
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Rapporteur: Aidan Eyakuze, Mwaniki Associates, Kenya
Resour ce: Cheilkh Niang, Universite Cheikh Anta Diop, Senegal)

Opening Remarks by Chairperson

HIV/AIDS has caused tremendous loss in human capital, terrible social impact on orphans and the
elderly, overwhelmed medical facilities, resulted in significant reallocation of social spending, and
has had a negative impact on human development indicators (HDI) through areduction in life
expectancy. It isfitting to discuss the issue in the Southern Africaregion where thereisavery
high prevaence of the disease.

Economic impact questions could include:

What are direct and indirect costs of HIV/AIDS?

What is the impact at the firm, sectoral and macroeconomic levels?

How has it changed the growth path and development strategies of affected countries?
What strategies will alleviate the adverse impact of HIV/AIDS in Africa?

PwWdD PR

Reflections by Cheikh Niang

One could reflect on that number of interesting and challenging questions. These include the
effects of the HIV/AIDS at the individual level, where motivation and productivity are negatively
affected when one knows that their life-span has been serioudly curtailed. Asindividual priorities
and choices are realigned, so are those of the organizations and institutions for which the affected
people work. HIV/AIDS causes organizations to lose people in whom much might have been
invested in training. Institutional memory is also lost and not replaced. Further issues revolve
around the impact on the families of HIV/AIDS patients since resources spent in looking after the
sick, funeral costs and the care of dependents after the patients' death are significant. The disease
also can negatively affect relationships between communities and it is not clear how we should
respond to this.

Questions and Discussion (Round One)

Question: Can we have one or two examples of success in dealing with the HIV/AIDS disease?
What accounted for this success?

Comment: Discussing economic growth without discussing HIV/AIDS isimpossible. UNAIDS
estimated that 34 million people are living with HIV/AIDS globally, of which 23 million arein
Sub Saharan Africa. Southern Africa bears this with the highest prevalence in the world (20-40%
of the population in urban areas). There are 16,000 new infections every day (of which 50% occur
in young people aged less than 25 years). In 1998, 2 million died of HIV/AIDS and 200,000 from
wars and civil strife. HIV/AIDS is the number one adult killer in Africa. Elements of a solution
must start with heightened political will and leadership to fight the disease. This should be
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trandated into real economic resources. A multi sectoral response and investment from sectors
other than health (e.g., education) are needed. The stigma associated with the disease must be
reduced and access to basic medicines for treating opportunistic diseases and to voluntary
counseling and testing must be vastly improved. The impact at the enterprise level is huge. A
study in Zambia has seen tremendous increases in the costs of supplying medical benefits and time
lost from compassionate |eave days for attending funerals all of which are affecting productivity.

Comment: There may be amissing dimension in our understanding. We do not have information
on the history of pandemics. We need to use history to gain some perspective on what happens to
peoplé€'s perceptions of government during and after serious pandemics. The notion of federalism
reemerged after the Black Death, many centuries after Aristotle. The idea has obviously had a
tremendous influence on the rest of the world. A historical perspective can give an idea of how
societies will change after such a disease.

Comment: Attention was drawn to a Boston Globe series examining the apparent denial of the
seriousness of the disease in Africa. During the 1992 drought, Southern African leaders
approached donors asking for aid but no such concerted initiative was mounted to deal with for
the AIDS crisis. It is also possible that our tools of analysis and coping mechanisms are not
appropriate for the task; economists worry about economic costs; educators worry about how to
train people who perhaps will not live very long; managers worry about how to motivate
employees and induce them not to trash the institutions. Many issues have not been addressed
systematically. Focusing only on economic impact does not get at the real issues. A broader
academic approach is needed.

Comment: It isinteresting to note how few people came to this discussion. We should talk to our
colleagues about what needs to be done to deal with the HIVV/AIDS crisis. The full impact of this
pandemic is not yet well understood, although efforts are being made to increase our
understanding. HIID islooking at itsimpact on South African manufacturing and developing
techniques of looking at what will happen when morbidity and mortality rates increase and large
proportions of people disappear.

However, there is aimost no discussion of the impact of HIV/AIDS in Africa s agricultural sector.
What is the impact on extension services (not just labor, but skills?). Changes in cropping patterns
due to areduction in the rural labor force, and producers shift to low labor-intensive crops such
as cassava from more labor intensive ones such as maize are possible. This could have major
implications for the continent’ s trade, given Africa s dependence on agricultural exports. There
are also serious implications for the transfer of knowledge from generation to generation, as
communities lose the repositories of this knowledge before they can pass it onto their children. In
the informal sector, food marketing by small-scale traders is being decimated. In the rural families,
with the increase in the number of orphans, elderly people are being swamped with dependent
children. More pressure will be put on family system as firms reduce costs and shift them to the
public sector. We have not thought through the implications of these effects.
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Key issuesthat emerged from thefirst round of discussionswere summarized into thefollowing major
themes:

1. What might be the sources and applications of resources (human, financial, technical, etc.)
to be used on the fight against AIDS?

2. How can organizations and communities be helped to cope with the HIV/AIDS pandemic?
3. What are some success stories in dealing with the crisis, and is there any new research to
be examined?

Discussion of Key | ssues:

1. Resources: Sources and Applications

. A recent meeting in Washington, D.C. invited firms with operationsin Africato discuss
the impact of HIV/AIDS on their operations. Coca-Cola indicated no disruptionsin
productivity and sales were up in Africa. The company dealt with it as a personal matter
and seemed to have no officia policy on the subject. Chevron (Mali) showed significant
interest and willingness to commit resources to community-based projects dealing with
AIDS and wanted to know what public funds would match their contributions. Smith
Kline Beecham expressed similar interest.

. It was noted that a tremendous silence on issue of AIDS in South Africa exists. How can
MNCs operating in Southern Africa, and aso domestic firms, be involved in the discussion
and action?

. A suggestion was made that commitment to fight the disease should be spearheaded by the

public sector and resources should come from the private sector. Focus activities on
education and raising awareness on why we need to fight. Private firms need to be shown
that if they spend money on fighting the disease in their workplaces, it will have a positive
impact on their bottom line. A private sector initiative, comprising 10 corporate members
led by Barclays Bank, has been established following the recent Lusaka Conference on
HIV/AIDS in Africa. It will gain momentum, but the initiative must be started at all levels.

. The absence of Heads of State at the L usaka meeting does not necessarily display alack of
commitment to fight the disease. Heads of State discussit every time at their meetings
including the impact on their own Cabinets.

. Technical Assistance (TA) may need to be rethought. What is perhaps needed is the type
of TA that will provide stability to organizations regling from loss of personnel to
HIV/AIDS. Debt relief for HIV/AIDS will not free up additional resources through
savings since the net flow of resources to Africais positive.
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The issue of debt relief sparked different views. Zambia has debt stock of US$ 7 billion. It
will spend US$ 120 million on debt servicing, at expense of investment on the social

sector in 1999. Officials are trying to convince creditors to forgive this debt and use the
funds to combat the disease. The basis of economic progressis destroyed if HIV/AIDS s
not dealt with. Sub Saharan Africa spent US$ 140 million in 1998 on anti-AIDS programs,
aludicrous amount compared with US$ 2.8 billion spent on the Kosovo air campaign in
one month in 1999! Transparency and accountability for the resources that Africareceives
are needed.

Coping with the economic impact of HIV/AIDS

Firms need to be informed of the likely direct and indirect impact of HIV/AIDS. Somein
South Africa have started HIV/AIDS programs but could use support through resource
centers to explain what works. They need to take a pro-active, holistic approach to curb
the pandemic before it becomes a serious problem for them. Different coping strategies
may be required for firms with differing proportions of skilled and unskilled workers.

AIDS Education: Research shows that the subject is never discussed in the education
system. Management education needs to move away from the US/European model where
the problem will not exist in the magnitudes now facing African countries. The University
of Natal has an AIDS Awareness course, but it seems to be alone in Southern Africa

People are aware of the disease but their behavior does not change. People behave
according to their values and culture, and social awareness does not always change this
behavior. Following traditions is more important for many people than to risk being
excluded from society. The challenge of fighting the disease is not only economic or
financial. Cultural and social dimensions must be integrated in implementing relevant
programs. Psychological factors have abig impact at the social level and thereis
tremendous potentia for the mobilization of communities. Channels need not necessarily
be officia and the credibility or social acceptability of the source of information is critical
to the effectiveness of the messages. What is the role of the church?

When large numbers of people die, the ratio of land to labor changes significantly. Isit
possible to develop production technology that is less labor-intensive, in order at least to
maintain the current level of aggregate agricultural production?

Individuals must believe in themselves and that they can make a change. Unless we as
humans care for one another and the way we look at the persons who have the disease, we
cannot fight it. Thus, the first attitude change must happen inside us.

Why are there no anti-AIDS adverts on the more than 400,000 taxis in South Africa?

Perhaps contraceptives could be sold on them? The combat against the disease needs to
incorporate similar kinds of radical moves.
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Success Stories and Key Research Questions:

Senegal: prevaenceis small (2-3%) since the beginning of the pandemic and the number
of new casesislimited. This has been attributed to the early mobilization of awareness by
the political class and religious leaders who displayed a quick willingness to deal with the
problem.

Zambia witnessed a decline in HIV prevaence in the 15-19 age group, from 27% to 13%
between 1991 and 1998. Prevention does work. In Gambia major awareness programs
were launched in 1985. Asin Senegal, prevalence rates have remained low. Early
saturation of anti-Al1DS messages was the key to the success.

A combination of interventionsis needed - counseling, condom social marketing, STD
control, public involvement of politicians and religious leaders. It is a matter of priorities.
Firms could be induced by good business citizen certificates or tax breaks on their anti-
AIDS spending. Success depends on a combination of approaches —which is holistic. We
should move away from atomizing the individual and look for example at their spiritual
make-up. Senegal’ s mobilization of religious chiefsin the anti-AIDS campaign is part of
its success story.

What works in the fight against HIV/AIDS? Lots of work has been done but no clear idea
of what works best has emerged. There is a paucity of information, data and research on
where we can best invest money on fighting HIV/AIDS. Do we know the most cost-
effective ways of dealing with the problem? Isit sale of condoms? Is it awareness
campaigns? Nevertheless, professionals are succumbing to HIV/AIDS despite the wedlth
of information. Researchers need to do more work on this issue.

Rather than spend any more time on research of what works, it was proposed that the
funds/resources be handed over to the community and let them figure out what works.
However, the ‘community’ is a vague idea (leaders? vulnerable groups? informal
networks?). The community should be more than a slogan. Research must be done to
define, substantiate and operationalize the community.
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V. Plenary Sesson: Modalitiesfor Expanding the Private Sector
Keynote Speaker: Mr. Kwas Abeas, Private Enterprise Foundation, Ghana
Mr. Chairman, Distinguished Invited Guests, Ladies and Gentlemen:

As most of you are aware, after independence, most African countries adopted a public sector --
led development strategy to advance the economic and social conditions of their people. By that
approach, governments neglected the potential of the private sector as an effective agent of
economic and social change. Of course at the time it was perhaps understandable, given the
limited human resources at their disposal and the legitimate demands of our people for rapid and
measurable change in their livelihoods.

If we take as an example the Ghana experience, we note that for about a decade after
independence Ghana enjoyed a high standard of living compared to most other West African
countries. Thiswas supported by awell developed manufacturing industry and a strong export
base made up largely of gold, timber and cocoa. The economic strategy of the first governments
of Ghanawas to industriaize rapidly through the establishment of alarge number of state-owned
enterprises which were to produce basically for the local market. The concept behind this was
import substitution.

These state-owned enterprises were highly protected by high tariff barriers and import licensing
restrictions. The economy was virtually controlled by the government. There was a wide range of
restrictions not only on trade but also on foreign exchange flows. In addition, the prices of awide
range of goods and services were strictly controlled. All of this was going on because the
governments were under the impression that the private sector did not have either the finance or
the managerial skillsto support the kind of industrialization envisaged.

The private sector was accorded very little attention, despite the fact that it was producing
virtually all the cocoa at the time. The government continued to look upon the private sector
more as a parasite than a partner. Because private sector operators tended to draw attention to
the shortcomings of the government’ s devel opment strategy and the results of that strategy,
government tended to view the sector as an agent of opposition. This sort of scenario was not
peculiar to Ghana but was repeated in a number of African countries.

Forty years or more later, it has become obvious that for accelerated and sustainable devel opment
or growth, the private sector hasto play alead role. The new paradigm of development demands
adynamic partnership between government and the private sector. Private capital isan
indispensable ingredient in the development equation, not only as a means of accelerating growth
but as a sustainable and efficient source of investment. Public-sector led development strategies
have not worked anywhere. A private sector led strategy has a better chance of producing rapid
and sustainable development. Thisiswhat has led to the recognition of the private sector as an
engine of growth.
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In Africa, the public sector covers awide range of activities and continues to expand in different
directions as new regulatory set-ups are put in place to monitor the private sector. Among the
services that deal directly with the business sector are judicia services, interna revenue, civil
service, and regulatory bodies such as the environmental protection agencies, standards boards,
investment promotion agencies as well as enforcement agencies like the police force etc., just to
mention afew. All these agencies are part of the bureaucracy which can either facilitate the work
of the private sector or create a bottleneck for its progress. If thereis alack of effective support
and co-operation from the public sector, the private sector cannot perform adequately.

Sometimes, however, the public service is unable to provide the required support for the private
sector. Firstly, the public service usually lacks the necessary logistics such as vehicles, computers,
and even stationery in order to render an efficient service. Often, people seeking the services of
the public sector have had to provide logistics at their own expense in order to get things done
without undue delays. This sort of situation creates unnecessary cost to the private entrepreneur
thus making him less efficient.

Secondly, some of the public agencies and bodies such as the judicia service and the police force
are highly understaffed at the same time there is over staffing in the civil services. This means that
while the police do not have enough men to provide adequate protection, wastage is also
occurring through the employment of surplus staff in the civil service. The delaysin clearing
cases at the law courts especially for land and commercial cases could also be traced partly to the
inadequate number of judges and magistrates in the judicial services.

Thirdly, salaries of public servants are generally low compared to those in the private sector. This
makes it difficult for the public sector to attract and retain qualified professionals in many key
areas such as the judicial service and the civil service. When governments spend their scarce
resources in training their workers (sometimes abroad) they come back and go off to greener
pastures in the private sector or even sometimes outside the country. Low salaries also tend to
create low morale among public servants thus resulting in apathy towards work. In addition, low
salaries breed corruption and bribery.

Fourthly, some public agencies are still over centralized, creating unnecessary bureaucracy.
Private sector dealings with the public service are delayed largely as aresult of the long process of
doing things. Approvals for permits, licences, etc. often go all the way to the head of the agencies
before they are granted.

In looking at the private sector, it is useful to distinguish between the local private sector and the
foreign private sector. For the local private sector, we could even differentiate between the local,
purely indigenous private sector and the local multinational private sector. It isimportant to make
this differentiation because their development requires different strategies and levels as well as
types of assistance or support.
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Thelocal, purely indigenous private sector is usually made up of some medium scale firms with an
overwhelming number of micro and small enterprises (M SES) heavily concentrated in the informal
sector. Thisisthe group that needs special assistance and nurturing in order to become the
bedrock of the government -- private sector partnership. The other component of the private
sector is the foreign private sector, which is also important because of the globalization of our
economies. The foreign private sector is usualy forgotten by African countries in the development
eguation but the size of private investment resources is about ten times compared to that of total
public sector Foreign Direct Investment (FDI), including the World Bank, IMF and others. It
would therefore be more advantageous for us to direct efforts at attracting private sector foreign
direct investments. This can be done only when we are able to develop and nurture a dynamic
counterpart private sector in our various countries that can team up with these potential foreign
private investorsin joint ventures.

Adam Smith argued that governments primary function isto protect their communities against
internal disorders and external aggression. For the purpose of maintaining law and order and
defense, governments can levy and collect taxes from individuals and corporate bodies to finance
such operations. Even in this model of limited government involvement in business, government is
expected to take up the responsibilities for the creation of a conducive business environment for
the growth and prosperity of business; what is now known as creating an enabling environment.
While acknowledging the limited role of government in business, modern business practice and
the new development paradigm recognizes international competitiveness and demands a
partnership relationship between government and the private sector. The partnership model has
become prominent in today's world economic system of globalization and internationalization.

For African countries to enjoy growth of their economies, there is the need not only to create a
stable macroeconomic environment, but also to enhance the interface between the private sector
and the public service. The way the public service conducts itself determinesto alarge extent the
growth of the private sector. For example, the way the legal system is operated in a country will
help to determine the type and level of business transactions in the country. It will also determine
business to business contracts as well as business to government contracts. In addition, it will
determine whether business activities should be done formally or informally (i.e., smuggling).

Growth of investment could aso be affected if public agencies connected to the process of
licensing, etc. are inefficient and cause delays. The public service needs to provide greater
support to the private sector to enhance its growth. A weak public service raises the risks of
doing business and therefore discourages investments. Even where macroeconomic stability is
achieved, private sector growth would not necessarily increase if there is a weak linkage between
the private sector and the public service.

In spite of the weak enforcement of laws, rules and regulations in most African countries, formal
business concerns spend a considerable amount of time dealing with public service agents. This
situation isworsened if amore discretionary set of rules and regulations are in place; as occurs,
for instance, within most customs organizations. Public servants become slow in their decision
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making process whenever a chain of bureaucrats has to be consulted. From the foregoing, it is
quite clear that an efficient public service is essential as a partner to the private sector if the
development process as per the new paradigm is to be effective.

Severa recent fora between governments and the private sector operators as well as donor and
international aid agencies have established a consensus on the general development priorities as
follows:

Good Governance and Transparency

Clear Accountability

Macroeconomic Stability

Focus on Industry and Agriculture

Exports Development

Preventing Environmental Degradation, and of course
Promoting the Private Sector to lead the development process

Achieving macroeconomic stability ranks as the most essential and important pre-requisite to
private sector development, since thisis a mgor ingredient in creating the so-called enabling
environment. This, alongside with a good measure of transparency, accountability and good
governance both on the part of government and corporate entities, will set the right stage for the
private sector response and therefore expansion.

While devel opment priorities may vary dightly form country to country depending on the level of
development of the private sector and also their level of movement toward democratic
governance, in general, the main priority areas revolve around the provision of macroeconomic
stability, the development of the private sector as the engine for rapid and sustainable growth and
the provision of good governance with its implied high levels of accountability, transparency and
participatory approach involving all sections of the citizenry.

The foregoing analysis provides enough evidence which suggests that clearly we have no choice if
we truly and sincerely want to improve our growth and sustain it, but to empower the private
sector to play this new role as the engine of growth. What then should be the modalities or
strategies for the development of the private sector or where they exist already in areasonably
effective state, go about expanding it to make it more effective?

In the short term, a mechanism for continuous consultations and dialogue between the private
sector through their associations and the government should be established in order to reduce
misconceptions of each other's roles as well asto engage in productive joint planning. In the long
term, African governments should develop a sound and prudent macroeconomic framework,
especidly in the areas of fiscal, monetary and exchange rate policies as well as human resource,
technology, and skills and entrepreneurship devel opment.
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It is quite clear that in drawing up the modalities for the development and/or expansion of the
private sector, governments first must establish macroeconomic stability by restraining
government expenditure, reigning in inflation and giving up on unsustainable foreign exchange
rates. Governments must also work to revive private sector investment. To do this, African
governments should be committed to disengage themselves from those activities which are not
strategic, and to support private sector institutions.

To ensure good governance, African governments should continue to focus on democratization of
civil society and provision of good and transparent leadership. A lega framework which will
support private sector activity must be established. Legal reforms should seek to eliminate
duplication and delays. Legal reforms designed to create the necessary legal framework that will
support private sector development and give confidence to private investors both local and
foreign is of high priority and should be tackled right away especially with regards to land tenure
and commercia laws.

While much effort has been put into stimulating private investment at the national level, lesser
consideration is given to the role that regional co-operation and integration could and should play
in reviving private investment. Given the small size of many African economies, the opportunities
for investing through regional integration deserve special consideration.

Thus the first step is to establish macro-economic stability. The second is to strive for good,
transparent governance. The third requirement is for governments to show political commitment
to private sector development and develop a new attitude towards the local private sector as a
credible partner for development instead of regarding it as an adversary or opposition entity. An
efficient bureaucracy or public service is an important link in the development of the private
sector.

In this direction, there is the need to address the weaknesses of the public sector. Thereisthe
need to examine ways to harmonize wage policy for both public and private sectors so asto give
public servants attractive salaries and raise their morale. Governments should also provide the
necessary logistical support for the service. Decentralization of the public services would aso
make the work processes less cumbersome and reduce delays. Governments should re-examine
their work forces with the view to cutting down staff in areas where they are not needed and
augmenting staff in areas where there are shortfalls.

For the private sector itself, governments should encourage (but not establish) ,the formation of a
coalition of private sector associations through which it can have constant dialogue with the
private sector. Thiswill help to improve communication between the private sector and the
government as well as the public sector. In this direction, we in Ghana have, over the last five
years, established the Private Enterprise Foundation (as a private sector initiative) which is an
umbrella body for al the private sector associations and the lead organization for private sector
advocacy and promotion.



In conclusion, governments should support the development and nurturing of the private sector
through the improvement and stabilization of the macroeconomic parameters, provision of
appropriate finance and credit, a changing of the governments attitude toward the private sector,
the creation of areformed legal sector and the vigorous pursuit of policy reforms including reform
of the public service to be more friendly and supportive of the private sector. Most African
countries do not yet have a coherent private sector development strategy. In addition, agencies
such as the World Bank, IMF and other donors who have been used to assisting or directing their
assistance to the governments, need to modify their mandates and mode of operation and offer
some direct assistance to the private sector as well and the governments must encourage this.

In al our travels recently in the attempt to attract FDI to the country, one lesson has been brought
down forcibly to us. Thisisthe fact that in all the countries with well performing economies the
most important contributory factor (after education) has been the discipline of their people. The
success of well-performing economies of South East Asia has been largely attributable to the
discipline of their people. We need to get some sense of discipline inculcated in our people.

Another attribute that we need to help promote in our people in general is honesty in dealing with
each other. Again in most advanced countries, Systems that have been put in place work mainly
because of the honesty and integrity exhibited by the people. If we really want to appreciate the
importance honesty in our society, just think of the Customs, Excise and Preventive Services
(CEPS) and the level of revenue we could bring about if we could just improve the level of
honesty and integrity of the staff of this organization. Dishonesty has become such a deep rooted
trait in our lives that we need to make a conscious and determined effort to change the situation
positively especialy in the area of intellectua and professional dishonesty.

We must also begin to show some mutual respect and some amount of trust for each other until
we have cause to do otherwise. Our people are prepared to trust and respect outsiders more than
our own people. Co-operation and teamwork which have helped most countries to move ahead
rely heavily on mutual respect and trust. We should all therefore assist in developing these in our
people.

Finally, I would want to talk about commitment. There is the need to develop a sense of
commitment in our people - from the highest level to the lowest level in both government and the
private sector to ensure that this new experiment in private sector/government partnership as a
strategy for rapid and sustainable development is vigorously nurtured by all parties. The truth of
the matter is that we have no choice. Others have been able to move at a faster rate using the
private sector as the engine of growth. We can do it and we should not allow anybody to deceive
us that it can be done any other way.

VI. Tuesday 16:00 to 18:00 -- Breakout Sessions
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Session #6: Overcoming Barriersto Increased Productivity and Competitiveness

Chair: Mrs. Danielle Wong, Mauritius Export Processing Zone
Rapporteur: Abdoul Barry, AIRD
Resour ce: Eckhard Siggel, CREFA, Canada

Comments by Eckhard Sggel

Productivity can be defined as the way in which inputs are combined to generate outpui.
Productivity is along term process that changes under competitive pressure. Hence free tradeis
needed to expand competition. Y et, when competition isfierce, firms may disappear.

Competitiveness is heavily influenced by a country’ s macroeconomic picture. In particular,
exchange rate policy (distortions in exchange rate), interest rates, and inflation al play major roles
in competitiveness. In addition to purely economic factors, infrastructure (road and rail) and
labor market conditions (particularly wage rates and productivity) are significant.

Following the resource presentation, mini groups formed to think about issues and to address
constraints. These groups came up with the following assessments and recommendations.

Group 1
Macroeconomic policies are the most important barriers including:

Overvaued exchange rate
Unstable fiscal policy
Uncompetitive financial markets
Infrastructure

Governance

okrwNPE

Solutions: Riots or people rally to request appropriate policies
Group 2

This group sees the major barriers as being:

1. Need to make a difference between private and public firms
2. Access barriers

3. Issues of quality, timing, quality control, etc.

4, Company policy at culturd level

Solutions:
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Downsize companies to have better management

Create more democratic management and transparency

Invest in training

Encourage joint ventures to improve access to finance and technology

Encourage efficient information collection and utilize capacity better

Stress education and information campaign for HIV/AIDS for prevention and emphasize
food supplements instead of drugs that are temporary.

7. Profit sharing inside firms and encourage employees to own firms.

ouprwbdpE

Group 3

The first binding constraint to increased productivity and competitivenessis infrastructure. Make
adistinction between different investment in road infrastructure. Government, local communities
and private sectors need to undertake different investments. National roads should be built by
state and city or secondary roads by city council.

Need to create aroad fund to ensure maintenance of existing roads.

How to finance infrastructure (roads):

1. Need to aleviate external debt burden to poor countries
2. Collaboration between governments

3. Use toll and taxes to maintain roads

Utilities
1. Need to liberalize the sector

2. Allow national public enterprisesto invest in new equipment to upgrade capacity
3. Encourage regional cooperation to lower cost

The second constraint is macroeconomic constraints. Thus, need to:

1. Undertake appropriate macroeconomic policies to induce firmsto invest

2. Encourage policy harmonization

3. Encourage the creation of pressure groups

Internal operation of firm can be a constraint, thus the following actions are needed:
1. Enhance genera and specific training

2. Improve efficiency of management

Group 4

Recommendations are:

1. Oversesas Partners
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Session #7

Chair:

Encourage market intelligence
Create and improve quality standards
Enhance technology transfer
Encourage cultura exchange

Encourage the creation of business associations
Linkages

Advocacy

Training

Encourage tripartite decisions

Improve workplace environment
Urge management learning

Application of international standards
Encourage product specifications

Respect labor laws (child)

Take into account environmental considerations

Electrical power

Liberalize electrical generation
Franchise and regulate transmission

Encourage sharing across frontiers to improve reliability over self sufficiency

Government harassment and excessive regulation

Maximum publicity by reporting names of corrupt officials

Encourage business advocacy

Watipaso Mkandawire, Malawi Investment Promotion Agency, M alawi

Rapporteur: Paul Kwengwere, ActionAid, Malawi
Resour ce: Lucie Philips, IBI, USA

The discussion concentrated on what specific opportunities are available in Africa and how we
can realize these opportunities. The group aso discussed the vehicle that should be used to
exploit these opportunities (i.e., domestic entrepreneurs vs. foreign investors).
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The major opportunities identified included:

Privatization
Information technol ogy
Entertainment Industry
Tourism

Regiona Trade

Vaue Adding industries
Extractive Industries

Three main challenges that lie ahead include:

strengthening of public-private partnership

Find solutions to our infrastructure constraints

Making education and health a priority in our countries as many of the opportunities can
only be realized once we invest heavily and smartly in these areas.

The group spent major part of its time discussing privatization as an opportunity. The following
were conclusions reached:

Privatization is a philosophy which should be carried out to reinstate the roles of the
various partners in an economy. It should not be seen as a process of selling
nonperforming or loss making assets of government but rather opening opportunities for
others in the economy.

Privatization cannot operate in a vacuum. It should be implemented only when policy and
the relevant regulation environment back it.

It is crucial to avoid creating private monopolies as countries privatize. One way of doing
thisis by instituting antimonopoly laws.

In certain cases, for example, the Agriculture sector, experience has shown that
privatization works well when it is preceded by liberalization.

Foreign vs. Local Investment

It was observed that in most of our countries local companies play a mgjor role compared to
foreign investors.

However, athough the role of foreign investorsin most casesis not mgjor, their roleis
vital in many ways including transfer of technology and market access.

Therefore, countries should look at this aspect by defining linkages or partnerships that
can be formed between foreign and domestic investors.

It was, however, emphasized that promotion of domestic investment especially
reinvestment should be intensified because FDI follows destinations where domestic
investment is strong.
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. There were some strong views against giving the same treatment to foreign and domestic
investors. However, the view that same treatment should be granted under a transparent

system prevailed.

. Success stories were cited of how smart partnerships bring success. KLM-Kenya Airways
isagood joint venture and another example is the Kenyan Tourism industry.

. Finally in view of reduced government resources, countries were urged to consider BOT

projects in Africa sinfrastructure — or more appropriately it should be BOTT: Build
Operate Train and Transfer.

Sesson #8  Strengthening Family Owned and Other Local Businessesin Africa

Chair: Nora Hill, Imani-Capricon Economic Consultants, South Africa
Resour ce: Grace Ongile, African Capacity Building Foundation, Zimbabwe

I ntroduction

The definition of family owned businesses may vary from country to country but this paper
adopted the following definition: Family owned and other local businesses have less that 10
employees with aturnover of less than US $ 20,000, possess assets of lessthen US $ 3,000 and
having capital investments of less than US $ 2000.

Characteristics of Small Business People

Small business people can be grouped into two broad categories.

. Push Factors. Push factors that lead people to join family and other local businesses
include lack of employment due to policies such as retrenchment, poor economic growth
of a country, high unemployment rates and over reliance on subsistence agriculture.

. Pull Factors. The pull factors influencing people to join family and other local businesses
include entrepreneurial skills, increased demand for additional income in the household,
and habby or leisure factors.

Strengths of Family -Owned and Other L ocal Businesses

Family owned and other local businesses have various strengths. These include flexibility in terms

of operation; they get strong support from the family; different work ethics; the business linkages

are normally ssimple; production process uses what would have gone to waste; and transfer skills
to others.
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Constraints or Weaknesses of Family -Owned and Other L ocal Businesses

Family owned and local businesses face constraints that hinder them from growing. These include
the price of raw materias, access to finance-credit and loans, limited working capital and start up
capital, socia and physical infrastructure which affects their distribution networks, skill shortages
such as literacy, administration, marketing, financial and business, procurement, insecurity and
hostile environment.

Opportunities faced by Family-Owned and Other L ocal Businesses

The opportunities faced by family-owned and other local businesses are: linkagesand supply of
productsto large firms; act as subcontractors thus ensuring continuous supply to the larger firms,
i.e., part work as Cut Make Trims (CMTs) and they aso require low set up initial capital.

Threats Faced by Family-Owned and Other L ocal Businesses.

Family owned and local businesses face competition from larger firms who enjoy economies of
scale due to the large size of their firms. They aso face competition from small and medium
enterprises, leading to high rates of mortality among family owned businesses. The regulations
and legidation lay strict rules on family owned businesses such as standards on premise and health
leading to problems of registration and license. They face problems of accessibility to finance due
to lack of collateral. They are very vulnerable and quite dependent on the state of the local
economy. Due to the threats faced by family-owned businesses, they grow horizontally and not
verticaly.

Needs of Family-Owned and Other Local Businesses.

Previous research on family-owned and local businesses in sub-Saharan Africaidentified the
following as needs: information, one-stop-shop for registration and licensing, skill development,
purchasing cooperatives, financia access, stable and secure premises, tenure to premises, formal
recognition from government, improved networking and infrastructure, and identification of local
business opportunities by building a strong data base. It is only after local needs have been
identified that regional needs would aso be identified.

Further Research

Family-owned and other local businesses need strengthening. It isimportant to note that since
women own alarge proportion of family businesses, research has to look at the constraints faced
by both male and female entrepreneurs. Thisisimportant since the constraints faced are likely to
vary by gender. Furthermore, women'’sroles are quite specific in sub-Saharan Africa and their
participation in agricultural production is arecognized fact. It isonly through data collection that
differentiates gender that the research can influence policy aimed at strengthening family -owned
businesses. Specifically, research needs to identify the following issues:
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. Constraints or barriers to growth of family-owned and other local businesses by gender.

. The macroeconomic environments in which different family owned businesses are
operating
. Affect of structural adjustment programs that have been adopted by most of the sub-

Saharan African countries in the 1980s and 1990s. The focus here should be on specific
policies that are likely to directly or indirectly affect family-owned and local business such
as the trade liberalization and fluctuations in the exchange rate.

. Socioeconomic and cultural factors affecting family-owned businesses.

. Marketing linkages of family owned and local businesses.

Discussions on Strengthening Family Owned and Other Local Businesses

The discussions on strengthening family-owned and other local businesses were based on the
following broad issues.

1. Small businesses face complexities and diversities. Women entrepreneurs face worse
constraints than male entrepreneurs.  The group suggested that small businesses are important
enterprises and should be recognized as employers and contributors of economic growth.

2. Growth is necessary though not sufficient for success of small businesses. Government policy
and the environment in which they operate are important factors that cannot be ignored. Specific
policies that need to be addressed include, trade liberalization policies and fluctuations of the
exchange rate.

3. Small businesses often do not have secure premises and are thus face hostile environment and
harassment from local authority. The issue of tenure to premises so that they feel secure needs
attention. Deregulation policies should be implemented such that one-stop-policy is practiced.
Thisimplies that less time will be spent in the process of registration and licensing.

4. Accessihility of finance isimportant for the growth and success of small businesses. Formal
credit and loans for small businesses need to be improved. Experiences from some countriesin
sub-Saharan Africaindicate that their loan default rateis as low as 1 per cent.

5. Training is an important factor in strengthening family-owned and small businesses. Training is
needed in areas such as appropriate book keeping techniques, marketing, finance, numeracy and
general administration. The training can be a continuous process and can be given on request by
the entrepreneurs at afee. Training is one of the key factors that strengthen family owned
business. There are various changes taking place and the entrepreneurs need to be informed to
enhance their skills and compete nationally, within the region and globally.
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Recommendations

1. Recognition: Small businesses should be recognized as employers and contributors to
economic growth.

2. Government Policy: Macroeconomic policies should address the likely impact on small
businesses. There should be separate policies for small business.

3. Financial Access: Formal loan and credit facilities should be created to help in strengthening
the small businesses.

4. Skills Training: Skills of entrepreneurs require strengthening to enhance their efficiency and
allow them to ded with the challenges of small businesses.

Sesson#9 Enhancing Corporate Governance: Transparency and Accountability

Chair:

Ngure Mwaniki, Mwaniki Associates, Kenya

Rapporteur: Hamet Ndour, REMIX, Senegal
Resour ce; Simon Zukas, Balmoral Farm Ltd., Zambia

Key issues discussed and recommendations.

1.

Corruption is the central issue in the subject of Corporate Governance. It iscommon
practice in both government and private organizations. Corruption undermines good
governance and poverty promotes corruption. Some basic cultural characteristics may
help increase the incidence of corruption. For example, the view that public resources are
“giftsfrom god” allows people to ignore the fact that, at some point, all public resources
are generated by someone's effort.

Main issues of corporate governance raised importance of (1) codes of conduct; (ii) clear
mission statements; (iii) management manuals; (iv) training of directors; (v) "an integrity
pact" between and among private sector organizations on ethical practices and standards;
(vi) importance of declarations of interest, full disclosures; (vii) role and integrity of
auditors; (viii) importance of reexamining the Companies Act for revisions to ensure
compliance with current principles of corporate governance.

A common definition of corruption is the use of bribes from private businesses to public
officialsto obtain favors. Thisis an extremely limited definition, however, and we should
look as the problem more broadly. Corruption aso includes:

Collusion between firms on pricing and tendering issues.

Corrupt practices by foreign investors.

Under performance by bureaucracies.

Misuse of time by civil servants (e.g., in traveling so as to gain per diem).
Doctoring of professional reports (e.g., by audit firms to cover irregularities or to
misreport performance).
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10.

The dearth of literature on African practices of corporate governance was noted and the
low profile of Corporate Governance as a subject of research on growth issues was
regretted. Need for a coherent research program to cover the analysis of corporate
governance was expressed.

The connection between macroeconomic reform and corruption was discussed, e.g., rent
seeking resulted from exchange rate and price control regimes.

Poverty and a pervading "culture" of corruption were cited as threats to good corporate
governance. Once corruption reaches a certain level, it becomes harder to dislodge.

Importance of reducing conflicts of interest between public and private sector roles was
emphasi zed.

Need to examine suitability and applicability for adoption of the OECD international code
of conduct and establishment of institutions for national codes of conduct such as the
Institute of Directorsin the U.K.

Asin three above, should go beyond the narrow definition of corruption as bribes to
public officidls. The definition should include:

Collusion, antitrust and private dealings between private sector firms,

Intra government corruption - abuse of tax payers money and public office, absentee
workers, underperforming so as to attract increased budgetary resources.

The work of Transparency International in widening the understanding and scope of
corporate governance was cited along with a new initiative by OECD countries to forbid
kickbacks and other corrupt practices by firms who operate in their countries.

Need to go beyond establishment of rules and regulations to enforcement, sanctions and
rewards. Importance of self-regulation in industry sectors and the professions.
Recommendations for implementing these objectives included:

Training managers in ethics and leadership

Promoting viable audit systems

Establish a“pact of integrity” among private sector firms and between private firms and
governments.



VII.  Wednesday Morning Plenary Session

Keynote Address by Felix Kani, Program Economist, SADC

AFRICA IN THE GLOBAL ECONOMY

The SADC Region is one of the richest regionsin Africa. However, it remains one of the largest
under exploited markets in the world, especially when one considers the SADC population of 190
million people and the combined GDP of US$176 billion together with the abundant natural
resources in Mining, Tourism and Agriculture. SADC is aregion waiting to be developed. In
gpite of such enormous economic potential, Africalags behind other continents in devel opment.

It isthisrealization that has encouraged many African countries to undertake wide-ranging
economic reforms.

Collectively, the Lagos Plan of Action (1980) and subsequently, the Abuja Treaty, which led to
the idea of an African Economic Community, reflect political will to compete in the world
economy. Indeed, Africafaces the danger of being marginalized unless the regional economic
groupings such as SADC can truly serve as building blocs for an African single market as
envisaged by the Abuja Treaty.

After many false startsin Africain the past, the concept of an African Renaissance is providing
fresh hopes and new expectations. Many challenges lie ahead but opportunities abound provided
the current emphasis on regional integration is sustained and trade is given its rightful role as an
engine of economic growth.

For SADC, integrated development of the region as awhole isapriority. Despite the vast
disparitiesin the levels of development and structural features of the 14 SADC member countries,
all could benefit from regional integration and cooperation. The promotion of economic growth
and development is of paramount importance as the economies of African countries are
interdependent.

This presentation will provide examples of how SADC is moving forward in regional cooperation
and the argument will be made that much of what is being done here can also be done el sewhere
in Africa. The specifications and peculiarities of SADC make an interesting discussion of the
lessons from recent Asian experiences and calls for reduction in barriers to cross-border trade.
Regional integration and cooperation in Africa are seen as the meansto an African revival.

Macroeconomic performance in the SADC Region
The performance of the African economy in recent years has been impressive. The 3.3 percent

growth in GDP in 1998 compared with 2.9 percent growth in 1997 was the highest among
regions of the world. Although this was the fourth consecutive year that GDP growth grew faster
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than population, African economies will still need to grow at rates of above 6 percent to have a
significant impact on poverty. By contrast there was a slowdown in 1998 economic activity in
the SADC region, where real GDP rose by only 1.7 percent in 1998. This represents quite
disappointing performance when compared with the sound growth rate of 2.2 percent of 1997 and
the even more encouraging growth of more than 4.1 percent in 1996.

Per capitaincome (measured as GNP per capita) fell by 1.3 percent in 1998, after having already
declined by 0.4 percent in the previous year. Based on data of the African Development Bank,
average GNP per capitafor the SADC region amounted to US$988 in 1997. If South Africais
excluded, SADC 1997 income per capita averaged US $ 334.

I nvestment

One of the factors accounting for the sluggish performance of the SADC economy was a marked
reduction in resource flows. Both foreign direct investment and official development assistance
have been falling while domestic savings were at the level which cannot support the investment
expenditure needed to give fresh impetus to growth.

Direct investment and bilateral credit to Sub-Saharan Africa, which includes SADC, hasfalenin
recent years. The resource gap has been widening and reflects the region’s continued dependence
on foreign resources. Domestic Investment went only up marginally. Therefore, it could not
offset the decline in foreign resource flows.

If SADC isto make a dent in poverty and create gainful employment, there is need for the region
to grow on average by more than 6 percent per annum. SADC needs at |least 6.2 percent growth
to reduce poverty. In comparison, North Africarequires 5.6 percent. The rest of the sub regions
require higher growth rates. The policy implication of thisis that, with its enormous but
untapped potential, SADC needs only to accelerate the rate of growth by another 3 percent to
attain the level that is needed to reduce poverty. For this reason, there is need to identify the
sources of growth that can meet this requirement.

SADC requiresinvestment of at least 37.8 percent of GDP to support the poverty-reducing GDP
growth rate of 6.2 percent. However, given the current savings rate of about 19.6 percent, the
subregion needs about 18.2 percent in external resources. At present 11.8 percent (excluding to
South Africa) comesin the form of official development assistance. Thiswould suggest that if the
current level of ODA is maintained, then SADC would need only about 6.4 percent residual
financing, possibly through foreign direct investment.

In the light of the above analysis, poverty reduction should continue to be atop priority for
SADC. Thisisparticularly so in view of the fact that 40 per cent of the SADC population now
livesin abject poverty. The challenge is enormous, but SADC can meet it, given the political will
that exists and the abundant human and natural resources available.
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Trade

Although SADC has largely been unaffected by the financia crisisin Asia, the consequences of
the recession in emerging markets were transmitted to the region’s balance of payments. Some of
the SADC commodity exporting countries, including Botswana and Zambia, were hard hit by the
pronounced decline in commodity prices, particularly for minerals during 1998. While Botswana
had recourse to its huge foreign exchange reserves, it was more difficult for Zambia.

According to IMF estimates, sub-Saharan Africa suffered a decline in itsterms of trade of 9.1
percent in 1998. The IMF further estimated that, on average, sub-Saharan real income (GDP)
declined by 2.4 percent as aresult of the 1998 fall in commodity export prices for their exports
and the decline in fuel import prices. The decline in commodity prices was more pronounced in
agricultural raw materials and metals. In addition, export prices and volumes fell. The terms of
trade fell by 13.4 percent reflecting a hostile externa-trading environment for SADC. This
exerted enormous pressures on the balance of payments.

Overadl, the Asian crisis has slowed the process of trade and exchange liberalization in SADC.
Still, on balance, there has not been an intensification of exchange control regimes. The Trade
areais one of the most important pillars of SADC’ sintegration. Even before adoption of the
Trade Protocol, SADC is experiencing increasing intraSADC trade which, increased from 22
percent in 1995 to the estimated 28 percent in 1997. It is aso estimated that 70 percent of goods
(in value) traded within SADC attract less than 10 percent tariffs, leaving only 30 percent of the
goods at tariffs above 10 percent.

Negotiations on tariff reductions are at an advanced stage. The creation of a Free Trade Areawill
bring to the region increased benefits not only in terms of intraregiona trade, but aso in terms of
attracting foreign direct investment. Any delay in implementing the Free Trade Area, makes it
the more likely for SADC to lose on attracting new investments and new technologies. With the
progress achieved so far however, there is no reason SADC cannot achieve the implementation of
the Free Trade as scheduled by the new year.

Member States of SADC are committed to bringing aregion that is politically at peace with itself.
Conflict resolution and management is therefore, an important aspect of SADC regional
integration processes. Investorswill not go into aregion that is embroiled in political turmoil.
One of the great achievements SADC has made on the political front has been to establish
mechanisms for resolving conflicts.

Policy Harmonization
The most important asset of SADC for eventually bringing about effective integration is the
unquestionable commitment of member States to create alarge, economically viable and unified

Southern African Region. A relatively homogenous macro-policy framework in the Region
represents another important decisive factor in facilitating the region's integration. Almost all
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member States have embraced democracy as the best political system of ensuring good
governance. The management of member States economies according to market forces has been
accepted as agenera principle. This has brought about an important supportive global
environment for the integration process.

Outside the formal structures of SADC, and in keeping with the objective of ensuring that the
Community involves al stakeholders, some progress has been made. For instance, a regional
NGO body, the SADC Council of non-Governmental Organizations (SADC-CNGO), with the
main task of mobilizing and harmonizing NGO input to SADC efforts, has been established. The
Southern African Regional Police Chiefs Cooperation Organization (SARPCO) was established to
promote cooperation in combating cross-border crime and isfully operational. There are also
severa regiona organizations of asimilar nature. These include private sector organizations such
as the Association of SADC National Chambers of Commerce and Industry (ASNCCI) and the
South African Enterprise Network (SAEN). The SADC Parliamentary Forum was also
established to ensure that the National Legidative Assemblies are kept abreast of the activities
being implemented in SADC.

Energy

The Energy Protocol was activated on 17 April 1998 after attaining the required number of
ratifications. Central to this Protocol is the need for a co-ordinated approach to energy strategy
formulation and planning in the region. The objective isto promote the harmonious devel opment
of national energy policies and matters of common interest.

The electricity sub-sector is the most advanced in terms of its contribution to regional integration.
The plan to set up the Southern African Power Pool (SAPP) at regional level is dated back to
1984 although it only began its operations in 1996. Building on the spirit of SADC, Member
States agreed to strengthen regional cooperation in order to co-ordinate and cooperate in the
planning and operations of electric power systems. The idea behind this was to rationalize the use
of existing systems, to optimize water resources utilization, to minimize investments as well as
production and operating costs, to minimize losses in generation and transmission systems, thus
improving the reliability and safety of the respective systems.

Benefits arising from the creation of SAPP are dready evident. Utilities in the region are already
cooperating in the joint planning of projects and studies, including the joint sharing of knowledge
in areas such as technology and statistics. Inter-utility training of personnel in disciplines such as
management, finance, technology and system operation has been accelerated. In addition,
speciaist expertise is now being shared between signatories of the SAPP.

Moreover, substantial resources are being saved through the postponement or shelving of
investments that would have otherwise been made by individua utilities. The interconnection of
electricity gridsis a significant step toward a unified regional market, allowing producersto reap
substantial benefits by drawing on other member States surpluses. At the same time, low
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production costs will also increase the competitiveness of regional producers and can therefore
play an important role in increasing intra and extraregional trade, and attracting foreign
investment.

SAPP will benefit consumers directly through lower prices for their domestic electricity
requirements, and indirectly through lower prices of regiona electricity by-products. SAPP
stands as a classical example of the benefits of integration which member States have successfully
taken advantage of.

Environment and Land Management

A magjor initiative that will be undertaken in the very near future is the development of a SADC
Charter on the environment. The Charter will provide alegal basis for implementing common
approaches and adopting common codes for environmental protection in the region. The Charter
will aso provide aregional basis for the implementation of international environmental
conventions. In short, the Charter will represent aregiona expression of global environmental
agendas, and will also become a vehicle through which these agendas can be implemented.
Specific Protocols covering other regional environmental issues are in the process of being
developed.

Finance and | nvestment

In the Finance and Investment Sector, a number of policy changes and economic reforms have
moved the region to deeper integration. The region isimplementing economic policies that are
meant to maintain macro-economic stability, low rates of inflation and low budget deficits.

Most of the member States are implementing indirect monetary policies and have liberaized
exchange controls quite substantialy. All Member states have liberalized their current accounts.
Controls remain on the capital account in the mgjority of Member States except for Botswana,
Malawi, Mauritius and Zambia who have no exchange controls anymore. For those countries till
having exchange controls on the capital account, higher limits for regional cross border capital
remittance than the to the rest of the world have been introduced. For example South African
investors can remit up to R250 million for regional investment while for the rest of the world the
limit is R50 million. Dueto this higher limit for SADC, the region has experienced an increase in
intra SADC investments.

Following up on this, the Central Banks in the region have developed a network in information
technology, which enables them to exchange information instantly and they have an interactive
web site. The Central Banks are also in the process of introducing electronic payments and
settlement systems in the region. SADC Central Banks are aready sharing training facilitiesin
their effort to enhance capacity in central banking and bank supervision. The South African
Reserve Bank Training institute and the Tanzania Central Bank Training Centre are providing the
much-needed facilities for training.
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The Stock Exchangesin the region are also being networked and are harmonizing policies,
legidation and regulatory frameworks to alow cross listing in the region. Listing requirements
have already been harmonized and more activity is expected on the region’s Stock Exchanges.
Thereis also aninitiative by the Stock Exchanges to introduce automated trading systems into all
SADC exchanges. Thiswould improve transparency, liquidity, security, price formation and
reduce the cost of trading, thus making SADC markets more attractive to local and international
investors.

With regard to investment, the SADC Investment promotion Agencies are working on the
establishment of a network for exchange of information with the objective of promoting the whole
region as viable investment destination. The development finance institution are at the same time
trying to find ways of mobilizing regional resources for co-financing investmentsin the region.

Food Agriculture and Natural Resources Sector

This Sector remains the backbone of most economiesin the region with 70 — 80 percent of the
region’s population and labor force still dependent on agriculture for subsistence, employment and
income. As the region proceeds with industrialization, agriculture is crucia in providing raw
materia and purchasing power, which facilitates this transformation. The issues of increasing
production and productivity as well asintra-regional trade are important. The issues receiving
increased attention include, household food security and regional food security based on trade
instead of national food self-sufficiency; promotion of long term sustainability rather than
emphasizing output; encouraging private sector and individual participation rather than
government; and promotion of diversification, particularly in semi-arid areas.

Although Protocols in the other FANR Sectors are still being developed, regional co-operation
and integration is aready taking place. To date, several programs have been developed and are
demonstrating the benefits of regional co-operation. One of these is the “Regional Early Warning
System”. This program has made significant progress in the collection and analysis of information,
and the compilation of regular national and regional food security bulletins. The “Remote
Sensing” component of it has strengthened the regiona capabilitiesin the area of remote sensing
for early warning and food security.

Mining

The Mining Protocol, which was signed in September 1997, provides for the harmonization of
national and regional policies, strategies and programs related to the development and
exploitation of mineral resourcesin the SADC region. The ultimate objective isto promote the
interdependence and integration of the region’s mining policies for the accelerated devel opment
and growth of the sector with a view to achieving competitiveness and increasing SADC'’ s share
in international mineral markets. The Protocol has been ratified by six member States.
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The SADC Mining Sector continues to be the backbone of the economies of most of the member
States contributing about 60% of the foreign exchange earnings and 10% of GDP. The sector is
in the process of organizing an investment forum which is scheduled to take place in December
1999. An earlier forum organized in 1994, was a great success and attracted close to 150
potential investors from Europe and North America

The mgjor chalenge facing the region is to find ways of adding value to the region’s mineralsin
order to enhance competitiveness, increase SADC’ s share in international mineral markets and
hence maximize foreign exchange returns. In this regard, the sector is due to undertake, with
financial assistance from the SADC Secretariat, an Analysis of Opportunities for Vaue Addition
to Minerals.

Transport

The Transport, Communications and Meteorology Protocol entered into force on 6™ July 1998.
The SADC Member States have taken up the challenge to develop and provide an efficient, cost
effective and well-integrated transport and communications network that will facilitate the smooth
flow of goods, persons and information across borders. For example al relevant stakeholders are
being encouraged to establish Corridor Planning Committees (CPCs), in order to improve
operational efficiency.

SADC’s mgjor achievement has been on the building and rehabilitation of roadsto link Member
States. The Projects that have recently been completed include the Trans-Ka ahari and Trans-
Caprivi highways. The routes have started to make an impact on cross border travel on people,
goods and services. However, still more interconnections need to be established, including links
to Angolawith Zambia by road and the rehabilitation of the road link between Angola and
Namibia.

The transformation of the traditional transport corridors into Spatial Development Corridors
represents a landmark achievement for SADC'’ s long term development. These Development
Corridors like Maputo, Walvis Bay, Tazara, Nacala and Lobomba, can generate sustainable
economic growth to the presently underdevel oped areas of the region.

Railways in the SADC region are mostly operated on a corridor basis and networks are fairly in
good condition and interconnected. Very important projects are being implemented, including
track condition assessment and stabilization, rolling stock management information systems, joint
marketing and operational improvement, standardization and training of personnel. Member
States are looking to the private sector to provide the needed investment for the railway system
rehabilitation and concession arrangements are being pursued or investigated.

The Telecommunications sub-sector has undertaken the upgrading and linking of the SADC

Member States through a network of terrestrial and satellite systems. This has facilitated direct
routing of telecommunications traffic between Member States. I1n addition, regional co-ordination
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and co-operation is being strengthened through the transformation of the Southern African
Telecommunications Association (SATA) into an industry association and the formation of the
Telecommunications Regulators Association of Southern Africa (TRASA).

Air transport infrastructure is nearly adequate at present, and is in the process of being improved.
Institutional reform iswell underway in the sub-sector, and aregiona integrated air traffic safety
isunder development. Entry into the air transport services market isin the early stages of
liberalization.

Water

The Protocol on Shared Watercourse Systems, the first ever sectoral legal instrument to be
developed in SADC, came into force on 28 September 1998. The signing of the Protocol in 1995
and the establishment of a new SADC Sector on Water in 1996, represent a clear recognition by
SADC of the importance of water and the need for an integrated approach to the devel opment
and management of water resources in the region.

In the context of Southern Africa, sustainable socio-economic development — and indeed life —
begins with water. Water does not only occupy a strategic position in the improvement of the
quality of lifein individua member States, but also in the collective efforts for development
through regional integration. In aregion like ours, where about 70 per cent of the available water
resources is accounted for by watercourse systems that are shared by two or more States, the
development, management and utilization of water resources is unthinkable without inter-State
Co-operation.

It has been recognized that given the increasing competition for the use of these trans-boundary
waters, the absence of balanced cross-boundary and cross-sectoral integration of water use,
riparian countries may easily get into conflicts. A daunting challenge for the region isto ensure
equitable utilization of the scarce water resources, not only between member States, but also
between communitiesin individual countries and the various contestants such as agriculture,
energy, industry, the environment and people, especially the poor segments of our societies.

The Protocol on Shared Watercourse Systems sets out rights and obligations of member Statesin
respect of the shared waters. Water Resources Technical Experts, assisted by Legal Advisors have
been working hard on reaching consensus on amendments to the Protocol to ensure that each
contestant to this common resource gets afair share, in terms of quantity and quality. It is
heartening to note that consensus has now been reached.

SADC Secretariat-Private Sector Co-operation
The SADC Secretariat recognizes the importance of private sector participation in community

building. Following economic reforms that have taken place in the region, the private sector is
now regarded as the engine to drive the development processin thisregion. Currently, SADC
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Secretariat is working with two private sector organizations recently launched namely, the
Association of the SADC National Chambers of Commerce and Industry and the Southern
African Enterprise Network as well as national Apex Chambers of Commerce and Industry. All
these private sector organizations seek to increase their participation in the regional economic
process in Southern Africato encourage a faster and more practical move towards a unified
Southern African regional market.

Protocols: Tools for deepening Regional Integration

In previous sections, SADC's progress in terms of the negotiation and finalization of protocolsin
various areas has been highlighted. However, the protocols do not represent an end in
themselves, but rather the beginning of our efforts towards integration. In other words, Protocols
are anecessary but by no means sufficient condition for regional integration. It must be stressed
that the full ratification of protocolsis an absolute necessity to enable their implementation in
order that individua member states and the region as a whole can begin to ripe the benefits of
integration.

For the Protocols to be seen as meaningful and beneficial, it is crucial that in the process of
negotiation, we must ensure that the interests of each and every Member State are taken on board
and that the end product represents the collective aspirations of the region. It isonly in thisway
that we ensure a balanced development of the whole Region. In other words, at all times, we
should seek to establish a symbiotic relationship which will result in win-win situations.

Concluding Remarks

There is no doubt that whatever SADC has achieved since its transformation from a Co-ordinating
Conference to a Development Community, came as a result of tremendous sacrifice for Member
States. Asindicated in thisreport, SADC isin the right path.

Poverty reduction should continue to be atop priority for SADC. It is particularly soin view of
the fact that 40 per cent of the SADC population livesin abject poverty. The challengeis
enormous, but SADC can meet it given the political will that exists and the abundant human and
natural resources available. Progressin poverty reduction will only come about through sustained
and broad based economic growth, complemented by efficient provisions of socia services such as
education, health care, clean water, sanitation and nutrition.

Enhancing the volume and productivity of the investment is key in bringing about accelerated
economic growth. The goa of increasing investments could be pursued to good effect if
systematic support is provided to the private sector so it can mobilize resources and become the
main engine of economic growth. Thisis because government budgets on which so much
dependency has been placed in the past, would be unable to mobilize the volume of resources
required to generate the high rates of growth necessary for poverty reduction.
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In spite of the ongoing conflictsin Angola and the DRC, and the decline in the performance of the
economies, the SADC Region is headed for greater regional integration. Measures adopted in the
past are beginning to yield positive results especially in the Energy, Mining, Transport and
Communications Sectors.

The chalenge for SADC is now to bring about accel erated economic growth, create more jobs and
reduced poverty so that its peoples can enjoy a higher quality of life. Asasuggestion to the
breakout sessions — How can the surpluses and wealth in some SADC countries best be transferred
to balance for the deficits in other SADC countries? Is there scope for intraSADC investment?
What needs to be done to realize this? These are some of the questions that policy makers and
researchers such as you need to address.

VIIIl. Wednesday M orning Breakout Sessions

Session #10 Lessonsfor Africafrom Recent Asian Experience

1. Level and quality of Education and use of educated labor: Noted that the SEA miracle was
founded on high levels of human capital accumulation and utilization. Thus, Africa badly
needs to focus more on raising the level and quality of education as well as the efficient use
of its educated labor.

2. Increasing and sustaining higher savings rates: All SEA countries achieved high savings
rates and sustained these high rates through. Much as foreign investment is important for
fostering growth, growth has largely and aways been financed by internal savings. A key
lesson for Africafrom the Asian experience is therefore that increased savings mobilization
and sustaining high savings rates is imperative for faster growth in Africa

3. Pro-growth Leadership: Asin the case of SEA countries, Africa needs to have leaders who
have a clear mission, who champion and identify themselves with the devel opment
objective, who are committed to macroeconomic stability and consistent policy. Africa
must vehemently reject leadership that is bent on looting the continent to accumulate
personal and family wealth

4, Africa needs to focus on country specificsin both Asa & Africaand elsewhere, (e.g.,
demographic characteristics, natural resource endowments, climate), to get ideasto
accelerate African development. Generalizations can be misleading. Thus, Africa needsto
go beyond regions and look for specific similarities and factors, within and between
countries, to draw key lessons for development. Africa should not look to adopt the Asian
model but rather take specific situations and features which led to successin Asiaand
elsewhere.



5. It isvital to harness the rich African culture for development. It was noted that culture
played an important role in galvanizing development in SEA countries. However, athough
there are general cultural similarities between the SEA and Africa (e.g., primacy of the
community over the individua), there are profound differences between them. The
important issue however isfor Africato be able to create circumstances to exploit e ements
of its culture, particularly those that enrich individual and collective accountability, to foster
development.

Session #11 Implicationsfor Africa of Initiatives by WTO, European Union and the U.S.

Chair: Frank Ofei, ECOWAS, Nigeria
Rapporteur: Dirck Stryker, AIRD, USA
Presenter :  Danid Plunkett, AIRD, USA

The chair opened by noting a number of important issues that the current session should seek to
answer:

Can market forces be influenced by multilateral agreements?

Is Africarelegated to being a“taker” rather than a“maker” in these agreements?

Isit a“taker” in trade and in the exchange of technology?

In other words, can it influence trends in these areas or not?

Should there be an effort to come up with a new comprehensive development framework
or should we be satisfied with the current structures?

. Is Africa prepared for the Seattle meetings or not?

. How is Africa coping with the current multilateral agreements?

. Are African interests being heard in these negotiations or not?

The Presenter opened his remarks by noting the multiplicity of trade agreements affecting Africa,
including discussions at the WTO, and with the EU and the US. He noted the increasingly
technical nature of these discussions and the rapidly growing number of areas in which discussions
aretaking place. These trends have increased the difficulty of any actor participating effectively in
these discussions.

With respect to the WTO, the importance of participating is increasing for Africa as the transition
periods in which it was exempt from many rules are dmost expired, and therefore rules will now
become binding on African countriestoo. (For example, the use of reference pricing in trade
policy is no longer alowed.)

Mandated areas for WTO discussions are Services and Agriculture, although other areas are al'so

likely to be added. Members attending the Seattle conference can influence the agenda of issues
which will be set there. Some may seek to include E-commerce.

55



In agriculture, African countries could be strongly affected by policies which could impact food
security. Examples include cutting tariffs on agricultural commodities or lower surpluses due to
reductions in domestic support. The move to price based means of protection will eliminate use
of quotas and other non-tariff barriers. Astariffsfall, the fiscal impact on developing countries
could be more important than for developed countries. The elimination of export subsidies on
food commodities could represent the loss of transfers to net food importers.  While the US and
the Cairns Group are trying to get rid of export subsidies, Africa may want to focus on other
topics. Another issue is price stabilization; with greater price transmission, food prices are
expected to become more variable on highly-protected domestic markets, but less variable in
international markets.

The use of phyto-sanitary restrictions on trade needs to be examined as well to assure that it does
not become a substitute for tariff protection. There are also important bio-technology issues that
need to be clarified, especialy as thisindustry seeks to find new materia in the third world. One
issue is how royalties should be shared, another ison the kinds of patents that will be allowed on
genetic and seed technology. It is expected that a convention on intellectual property rights will
be concluded by 2004.

The Post-Lome situation is approaching as Lome expiresin February 2000. There is an attempt to
broaden Lome to apply to all developing countries. In effect thiswould be like creating a
multilateral generalized system of preferences for devel oping countries.

How the private sector will be affected is another issue. Isit fair to insist on reciprocal accessin
developing countries where the private sector is much weaker than in developed countries? One
approach might be to seek arrangements that would attempt to stabilize import expenditures
through a STABIM much as STABEX seeks to stabilize export earnings.

Regarding the USA, the WTO is expected to move multilateral agreements to its position because
WTO reflects USvauesintrade. The US does not provide enormous amounts of development
assistance, with much of it typically regiona or topical in nature, such as the Leyland initiative.

For instance, the Africa Growth and Opportunities Act will seek to eliminate all quotas on textiles
by 2005. It also promisesinvestment in Africain return for privatization and adherence to macro-
reforms.

In Africa, an important problem is that only the top people are aware of the issues. Moreover
thereis very little economic research to brief decision makers on the impact of their negotiating
positions. In general, Africaneedsto do alot to prepare.

Questions from the floor included:

. Will the Multi Fiber Agreement be incorporated into WTO and if so what will be the

impact?
. Are EU requirements and regulations on pesticides consistent with faire trade? They seem
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to be applied for projectionist reasons. How will WTO deal with this?

. The paper seems too optimistic that African can effectively participate in WTO, but Africa
isnot ready. It isill equipped to negotiate and has nothing to sell. WTO sets common rules
for people with little in common. Why is Africa being asked to play by the same rules as
everyone else? Should there be clear criteriafor membership? Should Africa participate at

al?

. The Africa Growth and Opportunities Act may be a big failure because it requires
countries to be in full compliance with the IMF and few countries are.

. The presentation recognizes African limitations in participation in negotiations, so what is

the solution? Phytosanitary restrictions are being used as non tariff barriers and Africa

does not have the equipment nor resources to overcome these restrictions. Nor has it been

consulted on setting the initial standards.

What isthe list of commodities to be affected by the Africa Growth and Opportunities Act?

What will be the effect of Africa Growth and Opportunities Act on the corporate taxes?

Has any coherent position been elaborated for African countries on these issues?

The European Union is calling for REPAS, while the ACP countries are against it. Is there

afall back position?

. In the post-Lome environment, will there be a move to generalized multilateral systems of
preferences. Isthe REPAS system GATT compliant? Will it not divide African countries
between the better and worse off, and if so will it not divide the African position?

. What impact will the “blue round” on labor and the “green round” on the environment have
on Africa?

. What are domestic agendas for African countries? It seems there are too many
technicalities to master them all, and therefore African countries must be selective.

. If the big organizations cannot articulate a position for Africa, then what is their role?

Responses

The Multi-Fiber Agreement is part of WTO, but it has been back loaded such that when quotas
finally go, it may not be good for Africa. The MFA and the Dairy and Beef commodity
agreements alowed ala carte joining.

Regulations regarding sanitary and phytosanitary (SPS) issues are a nation’s sovereign prerogative.
It requires constraint to avoid backlash. It requires creation of athird party dispute mechanisms for
addressing conflicts.

SPS and state trading enterprises, and monopoly regulations will become more important as tariff
measures come down.

The AGOA requirements for lowering corporate taxes must first examine the broader effects on
the economies affected.

The question of harmonizing Free trade agreements and multilateral rules only starting and could
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create havoc.

The need to incorporate labor and environmental standards into WTO is being studied and
ministers will have to give the mandate to start the negotiation process but thisis not likely to

happen at Sezttle.

The question of the level of development for participation in multilateral negotiations suggests at
least aneed for apause after the agendais set in Segttle to allow countries time for analysis before
negotiations begin. Africa needs to develop some common positions and hold together to have
clout in the negotiations.

The Chair added the following summary points:

Africa has the opportunity to get involved in multilateral trade negotiations and is obligated
to do so.

Thereisaneed for policy coherence based on specific development priorities with along
term perspective.

Thereisalack of African capacity to do this.

African negotiators need to be better equipped with technical assistance and anaysisto
help Africa step up in the negotiations.

Thereis aneed to identify specific issues that should be focused on by Africansin the
negotiations.

Session #12 Reducing Barriersto Cross-Border Trade

Chair:

Nafissatou Guindo Konare, Ministry of Industry, Commerce and Handicr afts,
Mali

Rapporteur: John Dadson, University of Ghana, L egon, Ghana
Resour ce: Jeffrey Metzel, AIRD, USA

Taxation of cross border trade remains too heavy, too confusing and too unpredictable.

Reduce levels and simplify the application of taxes
Make regulations more broadly known to the private sector

[licit or abnormal taxation remains a principal constraint to cross border trade.

Increase the autonomy of customs agencies to remove them from political influence
Raise customs agent salaries to reduce temptation
Increase sanctions on illegal behavior

Regional initiatives have been ineffective in promoting trade.

Let markets, rather than political initiatives lead the devel opment of trade
Seek greater coordination among regional business actors
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Transport infrastructure to support cross border trade is woefully inadequate. Particular problems
include the poor state of rail transport and the lack of bulk handling facilities.

. Privatize railroads

. Introduce facilities for container transport

Market information remains an important constraint to cross border traders.
. Analysis of changes in consumer trends is needed to identify opportunities
. Timely price data are needed to make efficient market decisions

Session #13 Regional Integration and Cooperation in Africa

Chair: Rashad Cassim, TIPS, South Africa
Rapporteur: Eckhard Siggel, CREFA, Canada
Resource: Daniel Ndlela, Zimconsult, Zimbabwe

The discussion can be summarized by the following conclusions:

@ Economic integration has been on the agenda of African policy makers for more than thirty
years, but progress in implementation is very slow. One of the striking features of the discussion is
that there is only scant recognition of the benefits of integration. Thisis not surprising because the
(static) benefits of trade creation are often canceled out by the costs of trade diversions.

2 The discussion focuses mainly on the constraints to integration, in particular the loss of
government revenue, given the strong dependence on trade taxes. The direct revenue lossis likely
to be overstated, as regional trade isrelatively small.

(©)) It was felt that the private sector needs to be much more involved in order to achieve more
progressin integration. Also, more public awareness is needed, as integration enhances civil

society.

4 Economic integration is not limited to trade. Other areas affected are capital market
development, cooperation and trade between utilities, and the labor market.

(5) The timing and sequencing of the stages of integration are not always given due
consideration, but both are important issues influencing the success of implementation.

IX. Pand Discussion: Education and I nstitution Building in the Service of
Policy Formulation
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Chair: Diery Seck, IDRC/SISERA

Pandlists: Abdoulaye Diagne, CREA, Senegal
Njuguna Ng'ethe, University of Nairobi, Kenya
Germina Ssemoger ere, M akerere University, Uganda
Dominique Njinkeu, AERC, Kenya

Aboulaye Diagne

In the 1980s, there were significant efforts applied in Africato develop the capacity of African
ingtitutions. These efforts took place on both a regional, continent-wide and language-specific
basis. These efforts helped to unite researchers and contributed to the advance of economic and
policy-based research in Africa. Networks were established that generated channels for
information sharing and broader scope for peer review.

In spite of these successes, many challenges remain. Africa s progress in the next millennium will
depend on how well Africans meet these challenges. In this brief presentation, | will focus on four
of these challenges.

The first of these challenges is the need for regional groupings in order to achieve the critical mass
required for sustaining progress. Countries must pool their efforts and resources if African
countries want to produce high level analysis and to develop and maintain advanced degree
programsin economics. We believe that the initiatives like those of AERC, that unite the efforts
of African educators and researchers, should be duplicated so that Africa can reach this critical
mass required for progress. In addition to bringing together the disparate resources of national
programs, Africa can benefit from further development of distance learning.

Second, once achieved, the level of economic education in Africaneeds to be maintained. In order
to do this we will need to bring additional resourcesto bear. It isless clear where these resources
will come from and this needs to be studied.

The third challenge isto bring African leaders at the national level to rely to a greater extent on
domestic expertise in economic policy research. In putting together policies and undertaking
dialogue with international institutions, governments should rely to a greater extent on economists
from their own countries. It is difficult to see how Africa can move forward without devel oping
improved capacity to generate African solutions to African problems.

The fourth challenge is to develop local research institutions that are able to address the problems
confronted by African economies. Experience with regiona networks shows that if researchers do
not work to attract the attention of decision makers and do not advocate and extend their findings,
then research impact will be lost. In order to expand the impact of African research ingtitutionsit
is necessary to have a permanent dialogue between researchers and decision-makers.
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There needs to be significant efforts made so as to maintain and expand skills in economic and
social research and training in Africa

Njuguna Ng'ethe

The Council for Socia Science Research (CODESRIA) which is based in Dakar is one ingtitution
that has attempted to increase capacity for economic and social analysisin Africa. Another isthe
Organization of Socia Science Research in Eastern and Southern Africa. These two institutions
have carried the banner for advancing capacity for economic and socia research in Africa. They
have helped to provide networks for researchers working here.

However, when one reviews the achievements of these two organizations, it is clear that they have
not been focused on policy analysisissues. While the research supported by these institutions has
focused on policy, it has not focused on critical analysis of economic policy and topics relevant to
the issues that countries needed to address. The reason these institutions have not focused on
policy analysisis partly given by the fact that African researchers themselves have not focused on
such work. Indeed, most African researchers have focused on socioeconomic issues that are not
analytical in nature but which respond to political realities in countries where these researchers
work.

Most African economic programs have not traditionally had programs for training studentsin
policy analysis. The reason for this, again, is political. There was atime when talk about critica
analysis of national policies was enough to bring a police officer to your door. At the University of
Nairobi we did an analysis of the supply and demand for engineers and we found that the
University was producing an excess quantity of structural engineers. The seminar wherein we
were to discuss these findings was canceled by the University because it questioned what the
University was doing. This environment was not conducive to the development of critical policy
analysis.

In Kenya, the climate has changed and we have begun to develop programs that will expand
capacity in policy research and analysis. We have created an institute of policy anaysis and
research with funding from the African Capacity Building Foundation. Within the government
thereis a sister ingtitution — The Kenya Institute of Public Policy Research —which has come
about, in part, as aresponse to demand for capacity in this area as aresult of structural adjustment.

Things are moving in the right direction but there are several common challengesin the
development of these new institutions. First is the issue of sustainable funding for these
ingtitutions. Many have been funded by the donors without any long-term funding arrangements.
Somehow we must find means for sustaining these institutions when the donor money runs out.
Secondly is the fact that Africa does not yet have a critical mass of good policy analystsin our
universities. The consequence of that is that we have a small group of analysts circulating among
these ingtitutions. We must find a way to multiply these analysts and we need to stop poaching
from one another. Joint activities are one way to do this. New ways of training new, indigenous
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policy analysts must be found, either by appending training to every activity that we do or by
sending our young researchers overseas for further training.

Finally, there is the issue of what type of programs that these new ingtitutions are putting into
place. The question iswhether ingtitutions should focus on a single topic such as macroeconomic
analysis, or whether they should be multi-disciplinary in their approach. Policy analysisis not
simply macroeconomic anaysis. One must as well undertake analyses of key sectors such as
agriculture and industry. Of course, designing effective multi-disciplinary programsis easier said
than done.

Germina Ssemogerere

The colleague (Patrick Asea) who was scheduled to make this presentation works with the
Economic Policy Research Center which deals with the day-to-day policy decisions faced by the
government. It is quite different from the problems addressed by my institution which isthe
Institute of Economics at Makerere University. My comments here will focus on the situation that
| am more familiar with and cannot perfectly substitute for the presentation Patrick might have
made.

The Ingtitute of Economics has begun a masters program which has not yet graduated its first
class, but our aim isto train policy managers rather than policy analysts. Our students are people
who will be going back to work in the ministries and agencies who are charged with implementing
policy. These students will also have internships in institutions other than their own agency. This
program seems to be filling a serious gap in existing training but it istoo early to report on it

efficacy.

We aso have an older program that deals with policy analysis. Thisis amasters degree program in
policy analysis funded by UNDP/EU. Donor funding for this program has been exhausted but we
have managed the transition by offering evening courses which are attended by professionals who
are able to pay for the program.

Makerere has reached an important threshold in that we are now able to train our own teachers.
Thisisimportant for our sustainability as an academic institution. We are able to turn out doctoral
students who are able to staff our programs and help reduce the size of our classes. The other
important achievement in this regard is our record of doctoral theses on relevant policy issues. For
example, many students who are government staff bring research topics from their work and
undertake research with direct application to it.

We have had important input from AERC in the strengthening of our department. First, they
strengthened our curriculum by allowing usto participate in their curriculum workshops. These
provided an opportunity for institute staff to review new literature and to update their syllabus with
respect to that literature. In addition, Makerere students have been able to sign up for electives
offered by AERC and to pick up courses that are not taught within the University. AERC has also
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helped in the screening of external examiners. This has helped usto achieve a higher standard.

In regard to ways in which we could further improve the output of our programs, the primary
concern isfunding. Certainly, cost recovery through feesis one important way forward. But, this
does not solve the problem of how to fund thesis and dissertation research. Many students cannot
afford to be without income during the time that they are undertaking their research and would
benefit tremendoudly from access to grants. Even small amounts can go very far in improving a
student’ s ability to get their research done before returning to the workplace.

Funding for publication of dissertations would also be a very cost effective way to increase the
policy impact of research undertaken by masters and doctoral students. Otherwise, theses and
dissertations are not widely circulated.

In conclusion, it is extremely useful for the donors and governments to have expanded capacity for
policy analysisin local ingtitutions. The outputs are useful and informative. Sustaining these
advances will require long term funding and, while students and local institutions can make a
contribution here, additional support will be needed.

Dominique Njinkeu

The educationa and capacity building challenges that face Africa can be broken into six categories.
First, is the need noted by previous speakers to increase the supply of economists. Without more
local economists, capacity building in Africawill be very difficult. Secondly, we need to retain
capacity in terms of keeping economists on the continent and in terms of keeping existing
economic research ingtitutions functioning. Thirdly we need to distinguish between long-term and
short-term capacity building needs and we need to remain mindful of the long-term sustainability of
institutions. Fourth, we need to increase the use of local economists for policy formulation in
Africa. Fifth we need to focus on the institutional aspects of capacity building in developing
effective research institutions. And, sixth, we need to consider partnerships that allow individual
institutions to play to their strengths and which will permit benefits through specialization.

AERC has attempted to address these challenges by supporting capacity building for policy
research and ingtitution building in Sub-Saharan Africa. Secondly, AERC has supported the use of
African economists in research and policy formulation. We have attempted to ensure that research
isrelevant to policy needs. These goals have been pursued in two ways. First by supporting
policy research directly and, secondly, by supporting graduate education in economics in Africa.

Under the “learning by doing” approach to economic research supported by AERC, there are four
major thematic areas. At thislevel we use university graduates to address key policy issues. We
use a comparative research approach and results of thematic research are summarized and
generaizations are pursued. Under non-thematic research, funding is available for issues that arise
in the execution of research which was not foreseen under the existing thematic areas. Finaly, we
undertake collaborative research that brings together senior African researchers and international
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resource persons to work together on a topic which has been clearly identified. Following the
research and analysis phase of these projects, we enter dialogue with policymakers to ensure that
the impact of this research extends into the policymaking sphere.

As an example, AERC has undertaken several collaborative research activities on trade issuesin
Africa. The research stage of the first of these was finished in 1996. At that time we approached
ECA who helped to bring together policymakers concerned for lengthy discussions on the
implications of the research findings. Following that effort we undertook a study on Africain the
world trading system. That research was completed last year and we had a workshop with national
WTO ministerial committees to discuss key challenges. Following that we have been working with
ECA to help prepare African countries for participation in the next round of WTO negotiations to
be held in Sedttle.

On the training side, we have an academic training component that focuses on relevant economic
policy issues. This component also focuses on extension and dissemination of research results.

We aso have distance learning programs for policy analysisin collaboration with the World Bank’s
Economic Training Institute.

We have strengthened ties with ECA and OAU and we intend to collaborate more with national
training and policy institutes such as CREA in Dakar and EPRC in Kampala. We hope to develop
progressively a strong economic policy analysis capacity on the continent.

Diery Seck

The emphasis of this presentation will be on institution building and policy formulation. It will be
organized under four major points. Thefirst of these focuses on the reasons for instituting
SISERA. Donors had been supporting economic research and private training in economics for
some time. But in the past few years, as governments have cut down on their support for these
activities, donors have concentrated on support for research through support to individuals. That
approach gave some positive results but institutions were neglected.

Without support from either governments or the donors, institutions have suffered a declinein
their capacity. As a consequence of this decline, there was a reduced capability to deliver policy
oriented research and to provide effective training in economic analysis. Because of this, research
centers lost some of their ability to affect policy development in Africa. They also became isolated
from their constituencies and from the rest of the world.

In order for African researchers to have an impact on policy development, there has to be a core of
quality economists both within governments and in the private sector. We therefore need to
capture synergies from economic training and research on policy issues. Thisiswhy SISERA was
created. That is, to provide support for economic research institutions in Africa by providing both
financia and technical assistance.



The strategy that SISERA adapted started from the premise that help was needed in structuring
research ingtitutions in a business like manner so that they could sustain themselves over time.
Toward this end, technical support has been provided to benefitting research institutions. A
selective strategy was adopted wherein nine partner institutions were identified who could benefit
from SISERA’s support. It was also decided that emerging centers would be supported at alower
level in hopes that they could grow to become full partnersin time.

The instruments for delivering support to partner institutions and emerging centers include: core
grants for partners and seed grants for emerging centers, funding for collaborative research,
funding for sabbatical programs, and connectivity funding to ensure that the centers form a
network. Support is also provided for improving the manageria capability of these research
centers.

We a so have collaborative programs with other donors including the World Bank Training
Institute, AERC and ACBF. New ties are being devel oped with the African Development Bank.

The three mgjor challenges facing SISERA are: creating centers of excellence in Africa, helping
African institutions to gain market share in providing economic analysis services to governmentsin
Africa, and creating long-term sustainability for research institutionsin Africa

Discussion from the Floor

Clive Gray asked for pamphlets or other written material describing the organizations represented
on the panel. His substantive question regarded effective demand for policy research in Africa
from African governments. His concern was that governments may not want to have critical
analysis of policy issues. Without this demand, researchers may fail to undertake focused research.
What progress has been made in creating demand from the public sector for policy research?

Mr. Kasonde The problem that arises when governments contract policy research is that they have
very limited time in which to make their decisions. The time required for research institutions to
undertake research and present their findingsis smply not there. The approach that we have
employed in Zambiais to have the economics department at the university on standby for short
notice service. We need to find away to find a middle ground between the policy decision-makers
who need the answers right away and the researchers who seem to have all the time in the world.

Mr. Nyaika A problem isthat research results are often produced in an academic format that is
not as useful for policymakers. There is a need to recognize the needs of the policymaking
audience for this research and to produce results in aformat that is more useful to them.

Mr. Stryker Agrees with the point that policy research must be both thorough and timely. What

is needed is a data bank so that policy researchers can quickly answer questions that might arise.
When the data are already available, it is possible for researchers to harvest results more quickly.

65



Mr. Thiam Is support for academic research the proper role for the donors? If thereis alack of
demand from the policymakers, does this have to do with the value of the output?

Mr. Teka Research for the sake of research is not useful. ASRIA has supported research and
dissemination but has found that governments are not interested in this research. The fault is that
policymakers already know what they want to do before they ask researchersto look at issues.
Often researchers give warnings that are disregarded.

Mr. Semboja In many cases, when ingtitutions cannot maintain their long term funding needs,
researchers must turn to consulting. Thiswork can undermine the objectivity of researchers
because the client often has an approach in mind and it is up to the researcher to follow that
approach. In respect to the need for timely research results, this can be dangerous if the study
does not analyze all aspects of a problem. Thereisaneed to find acommon ground between
quick research results, research results that keep the client happy, and research results that are
thorough and enjoy peer review.

Cameroons Ministry of Economics and Finance Cameroon shares exactly the condition described
for Zambia where the government has issues that need to be addressed and resolved very quickly.
We have been successful in undertaking projects that satisfy government needs in this respect by
linking our university researchers together with private sector researchers. At the private sector
level we have manageria conceptsin our review of a new finance law and we are able to maintain
our work on thislaw as it makes it way through the legidative body.

Ms. Ita In Botswana policy making is undertaken during a Plan Period. This plan defines the path
that the government wants to follow. Research agendas fall out of this plan. Long term research
must compliment the short term research that policymakers often demand. While the government
staff is focused on the immediate term, they also will benefit from long term studies that provide
behaviora expectations for models.

Responses of the Panel

Mr. Ng'ethe Effective demand for research is an important issue and has, from my experience,
been rising in the recent past. In respect to economic research versus policy analysis, quick
research turn around is hindered by data gaps. A data bank would help to solve this problem.
Using new technology to create a virtual ingtitute that would bring the African research community
and expatriate Africans together is atantalizing idea and should be pursued.

Ms. Ssemogerere In respect to the interest of policy makersin short term research, this poses
problems for researchers doing medium term research. We find we must depend on international
expertsto get coefficients for elasticities or capital output ratios, etc. It is difficult to persuade
policymakers that we should develop our own estimates for these parameters.

To create greater demand from local policymakers, we need to convince governments to put fiscal
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resources into this — perhaps through conditionalities. We should also undertake studies to assess

the effectiveness of policies. Findly, in respect to data, we need to standardize data and storeit in

some central place which different researchers could then access. Those who fund research should
do something to push thisidea forward.

Mr. Njinkeu It istrue that we should have a data base available to researchers and this should be
standardized so that different researchers can useit. Our experience has shown that research can
be done quickly when the data are available. There are differences between Anglophone Africa
and the Francophone countries concerning the demand for economic analysis. Demand is
increasing faster in some countries than others. We must also find ways to replicate successin
boosting demand for economic analysis.

Mr. Diagne At the moment, in Senegal, we have been working on education issues. From our
experience, our results have been utilized very quickly. We achieved this by developing greater
credibility for CREA. Our work is disseminated in the press and, following a transition period
where we developed our credibility, we have been very successful in extending our research
impact. The donors have played an important role here by asking that national expertise be used in

policy anaysis.

CREA is endowed with the best data base in Senega which we have assembled over time. We can
say with confidence that if we do not have data to answer particular questions, then it does not
exist. Having aresource such asthis and utilizing it effectively is one way to build up demand for
policy analysis by local institutions.

Mr. Seck We at SISERA recently ran a quick survey of partner institutions and emerging centers
and found that nine out of eleven institutions were working with their national governments. The
only two centers that were not working with their governments were from Francophone countries.
We discussed the importance of working with national policy makers. Most of those institutions
who were working with their national governments have been doing so for only the past five years.
We can see that thisis arelatively novel approach. Now the centers understand the importance of
undertaking research with practical application.

Regarding information available on SISERA, we have not yet opened our web site but will be
doing so soon. We can provide electronic information to anyone who requests such information
and provides coordinates where we can send this information.

X. Plenary Pandl: Africain the Third Millennium
Chair: Mme. Cissouma Aida Koné, Ministry of Industry, Trade and Handicr afts,
Mali

Rapporteur: Germina Ssemoger ere, M akerere University, Uganda
Pandlists: Frank Ofei, ECOWAS, Nigeria
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James Mtonga, Ministry of Finance, Zambia
Claude Andreas, SAVA, M adagascar
Joseph Abbey, CEPA, Ghana

Frank Ofei

Mr. Ofel offered an African Economic Vision for the new millennium. Under thisvision, each
country should strive to have awell-devel oped economy that is resilient to shocks and that gives a
high standard of living to each citizen. In pursuing this objective, countries should adopt regional
integration as a central tool. While each country must pursue their own development policies,
these should be pursued within aregiona integration framework. We should build on existing
regional integration agreements to expand and consolidate this integration strategy.

Regional integration should seek to expand markets by removing tariff barriers and by alowing the
free movement of capital and labor. But, in addition, we should seek to expand our concept of
integration to include product integration, wherein regional markets can be used as alearning
ground on our way to producing for the wider global market. We should integrate and harmonize
our power, transport and communications in order to realize benefits of scale and efficiency. And,
finaly, we should harmonize fiscal and monetary policies.

The private sector is an important stakeholder in this process and they should be made a part of the
creation of regiona integration agreements. Governments must be willing to surrender some of
their sovereignty to make thiswork. They must also make the necessary institutional arrangements
and fund those institutions to consolidate and further the gains of regional integration.

Regional integration can help Africato more efficiently tackle environmental and resource
conservation problems. It can also remove some of the economic costs of nationalistic food
security policies.

Regional integration also has a civil society dimension. Stakeholders must be informed of the
objectives and strategies of regional integration and they must be part of the process. Broad
support is needed if the integration strategy is to be ours and not imposed from outside Africa.

One of the biggest stumbling blocks for regional integration in the past have been imbalances in
both the size and the level of development of different economies within asingle region. This
problem must be addressed if we are to move forward. We must develop strategies for
compensating losersin the regional integration process. We must find ways to ensure that
investment funds will also flow to backward regionsin this process.

This will require further research, including research into forward-looking strategies and

research for informing the policy process. We should use devel opment assistance to pursue this
research and policy devel opment.
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HarrisMule

Mr. Mule focused on the theme of growth through trade. While noting that trade is an important
element of development policy, his presentation focused on the ultimate objective of economic
growth, which is human development. Parallel to Africa’s poor trade performance, there have been
declines in many human welfare indicators over the past twenty years.

Development policy in the next millennium must strive to arrest this decline in human development
indicators in Africa, particularly with respect to

life expectancy at birth
school enrollment
food security

clean water supply
shelter, and

health.

To reverse this downward trend in human development indicators, African countries must do four
things.

1. improve their prospects for agricultura production growth through increased research and
extension,

2. make greater investments in clean water supply,

3. make greater and more appropriate investments in health care with particular regard to
preventive and public health, and

4. improve the quality and accessibility of education.

Achieving these goals should be practical because they can be pursued with local resources and do
not require large, hard currency investments. Indeed, some very poor countries (Sri Lanka, China)
have achieved considerable success in improving the human devel opment indicators of their
citizens. Those countries now enjoy a competitive edge in the global economy, in part because of
their educated and more healthy citizenry.

Claude Andreas

Mr. Andress stressed the importance of the private sector for generating economic growth in
Africain the new millennium. Competitiveness of private enterprises at the internationa level must
be improved through higher productivity, particularly of labor. The private sector will be the
source for employment growth and growth in productivity will help enterprises to employ more
people at a better wage. Thisisthe best way to attack Africa’ s widespread poverty.

Among the biggest constraints to private sector growth in Africais alack of adequate
infrastructure and undependable power supply. Industrial development cannot proceed without an
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adequate transport and communications infrastructure. 1n regard to power supply, many countries
are currently privatizing their utilities and, in the short-term, things seem to be getting worse. In
many instances, needed investments are not being made.

Another barrier to increased private sector growth is the lack of access to finance. Medium and
long term devel opment finance are particularly a problem. Ways must be found to improve
financia flows both domestically, within countries, and in terms of international investment.

Lack of accessto marketsis an additional problem. Regional markets should be the initial focus
for enterprises seeking to expand their markets. Thiswill alow firmsto learn to compete in wider
international markets. However, access to markets requires a conducive political environment.

The private sector should be encouraged to tackle some of its own problemsin regard to its
performance. | might benefit from more collaboration in areas such as.

. representation and lobbying within international and regional fora,
. mobilizing resources for collective objectives,

. strengthening management capabilities.

Joseph Abbey

Mr. Abbey addressed governance concerns for Africain the next millennium.

Africa needs governments that are capable of owning and discharging the development processin a
cost-effective and accountable manner. We need governments that can conduct meaningful
dialogue with the international community, and not just be recipients of aid on terms worked out
by someone else. Thiswill require new capacity.

African governments must develop the capacity to create and maintain alevel playing field for the
private sector. They must encourage competitive ideas and engender a framework for coming to a
consensus on development policy. They must keep pace with developments in the world trading
community (WTO), and with globalization more generally. They must find ways to attract foreign
investment and to develop local enterprises. Ways of creating mutually constructive relationships
between local firms and multinational enterprises need to be found.

African governments must invest in the creation of necessary skillsin both the public and the
private sector. They must be skills that are relevant to the job at hand. For the private sector this
implies skills for delivering the goods and services that the market demands. Such skills must
generate a capacity for local innovation and for adopting good practices from elsewhere.

In order to get the government we need, Africans must recognize the role of civil society in

generating good governance. The processes by which governments acquire and retain power
consumes alot of resources. Itistherole of civil society to hold governments accountable for
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those resources. Furthermore, governments often promise things which they cannot deliver. Civil
society provides a means to check this. Civil society does not impose solutions but rather provides
aframework within which people can come to a consensus about development policies.

Therefore, Africans should nurture civil societies that have the capacity to:

. to assess development policies,

. to reject irrelevant or inappropriate projects that will only increase debt, without generating
new resources to pay it off,

. to ensure a consensus within the country on development priorities,

. and to hold governments accountable for their performance.

Discussion from the Floor

1. The first point from the floor emphasized governance. Since this was a conference of
economists, there was a danger that the importance of politics, leadership and
accountability would be understated. Y et, the issue of governance and how to motivate
good governance is perhaps the most important issue facing African countries now. We
must encourage change from within Africa governments that act on informed judgements.
We should accept that a state with aleadership who has avision and a strategy is essentia
(Japan isreferenced). We must ask ourselves how to change the attitude of leadership in
each of our countries.

2. The second contribution from the floor questioned why so many good policies are
discussed but not implemented. The typical scenario isfor the head of state to givea
directive which then isincompletely implemented. This incomplete implementation can
have one of several causes. Thereisinsufficient support or thereis alack of human
capacity for implementation or the beneficiaries of the policy differ from the government in
their sense of what needs to be done.

3. The third contribution focused on the importance of the agriculture sector for African
development. Thisistrue with regard to food security, employment and foreign exchange
earnings. Y et, during the deliberations at this conference from regional integration to
trade, agriculture has been neglected. Africa produces arange of primary commodities
with little value added. In most countries, we do not produce enough even to feed
ourselves. In future research, we should pay attention to means for transforming
agriculture.

4, The fourth point noted that Africais not a single country and that one policy prescription
cannot be applied across all African countries. We should therefore avoid offering asingle
solution for African problems.

5. The fifth point from the floor addressed the importance of information technology and the
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fact that this important industry had not been discussed in any significant way at the
conference. Information technology gives an important example of how technology change
can be more important to economic growth than economic policies.

6. The final point raised from the floor addressed the importance of entrepreneurship. Itisthe
entrepreneur who mobilizes resources and combines available skills to create value and
thereby get the development process moving forward. This conference has not sufficiently
addressed the centrality of the entrepreneur to the development process or how to
encourage more African entrepreneurship.

Reponses of the Panel

Claude Andreas concurred with the point about the importance of agriculture but noted that
regardless of the sector of focus, competitivenessis still an important issue. While most African
countries are potentia suppliers of agricultural commodities, they still need to be price competitive
in order to expand trade in these products. If the infrastructure and, particularly, the transport and
energy infrastructures are not there, then the output of agricultural producers cannot be
competitively traded.

James Mtonga agreed with the sentiment expressed regarding implementation of policies. He
noted the haphazard way in which directives are implemented in many African countries and the
importance of changing this process. Without improved accountability within governments,
however, there islittle reason to expect that this process will improve.

Frank Ofel agreed with the point raised concerning the centrality of entrepreneurship in the
development process. Success will be driven by the performance of the private sector and policies
that support the private sector also supports entrepreneurship. He rejected the idea that anyone on
the panel believed that one size fits all in regard to economic development policies, but he noted
that some similar problems do have similar solutions.

Joseph Abbey also noted the heterogeneity of African problems and solutions, but he noted that
common African problems do deserve a broad focus across countries. An example of thisisthe
importance of agriculture. Africans have not yet found away to capitalize on their potential in
agriculture and this issue deserves afocus across the continent.

The chair concluded the session by noting the important function served by the conference. That
is, creating aframework to identify and deepen relationships on the African continent. There are

examples wherein democracy and good governance are taking roots in Africa. Let us nurture
those and, in the meantime, keep our fingers crossed.

Xl. Closing Session
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Concluding Speech by Mr. Mogolori Modisi, BOCCIM, Botswana

| would like to thank the organizers of this conference for inviting the Botswana Confederation of
Commerce Industry and Manpower (BOCCIM) to participate in its deliberations. BOCCIM isan
association of employers. Its main objectives are, among others, to promote and accelerate private
sector investment and development in urban and rural areas through research, advice and dialogue
with the government at policy level.

BOCCIM has brought about dialogue with government on biennia conferences which started in
1988. At firgt, these conferences were called the Private Sector Conference until last year, when
they assumed a different name of the National Conference. This was done in recognition of the fact
that the issues which were discussed at these conferences were more of national importance than
the fact that they were only concerns expressed by the private sector. The themes of the
conferences were as follows:

. Strategies for Private Sector Devel opment,

. The Private Sector s the Engine of Growth in Botswana-Key Constraints and Their
Removal,

. Botswana Developing a Competitive Strategy,

. Employment Creation, and

. Globalization and International Competitiveness

From these themes of our National Conferences and those discussed in this conference, | seea
convergence of thought about the important issues that we must tackle as a continent.

| am able to recognize the value of the role of leadership in managing public sector reforms which
our government has sustained since 1979. These reforms were introduced on a piecemeal basis
depending on the nature of the problem and constraints that were encountered. Our government
leaders provided for such reforms as and when they were required to do so. Reforms are a
significant expense. The important aspects of these reforms were that they were not al initiated by
the leadership. Most of the reforms were the initiative of the bureaucracy but which gained the
support of the government underscoring the value of meritorious mutual support in the structures
of a country.

| take note with appreciation the point made on the significance of the ability to change leadership
smoothly. From the good examples cited of Mauritius and Botswanain this respect, | wish to
comment that a rejuvenated leadership is able to drive development programs with much renewed
vigor. In the event of elections in which passions are raised. These are injected into decisiveness
and the resolution of getting things done. Mark your elections are also expensive.

We have in the past year looked at investment, credit and savings mobilization in the country. Asa

result, two new schemes have been introduced to provide credit to SMMES and encourage savings
with an assured return of 10% on small deposits. The first scheme for SMMEs has replaced earlier
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schemes which failed.

On public sector savings and debt reduction we have noted recommendations on incentives
for taxpayers to increase compliance and for authorities to improve enforcement of tax laws. The
Gaborone City' Council has employed a private sector firm to value properties whose report is
being implemented in an effort to collect revenues from rates. Earlier in the year there was a mad
scramble by many companies to comply with tax returns in order to take advantage of the
moratorium that government declared on defaulters. These two recommendations made the report
on public sector savings and debt reduction have had a significant effect which was felt.

Employment creation and poverty alleviation are two major objectives of the National
Development Plan VIl (NDP8) in our country. In spite of accelerated economic growth, the
trickle down effect aone, has not been able to absorb the unemployed now estimated at 21%. The
observation that demand for labor isinfluenced by capacity utilization in firms can only mean that
market access for goods and services should be canvassed to generate aggregate demand. We fully
support this recommendation in your report.

The opportunities offered by the regional groupings in West and Southern Africain the reduction
of impediments in cross-border trade should be made to mean that new markets for our products
will be established. Additionally, the prospect of processing further our raw materials in our
countries for export and vice-versa to our neighboring countries will provide increased
employment. | am looking forward to days such as this one, in which | will be making deals with
Africans from neighboring countries in which we will be taking advantage of the comparative
advantages of our respective countries. | say so, because this morning | launched a Commercial
Radio Station with partners from South Africa. This partnership brings together skills for
development provided foreign direct investment and created employment in my country.

Botswana established the Productivity Center in 1993 and WITS in the public sector, both of
which are modeled aong the productivity movement of Singapore. Both the above focus on
public sector productivity improvement. In time, the Productivity Center will have to turn its full
attention to the private sector where it can be more effective. The observation in the report that
there is a need to better understand private sector perspective by our governmentsis of valued
significance. The traditional mind-set that the private sector consists more or less of "Crooks out
to cheat to make afast buck at the expense of consumers’ might be continuing to impair progress
in providing the necessary infrastructure, institutional support and funding for research and
development. We are working successfully towards a paradigm shift in this regard.

Just when most African countries need strong organizations with coherent rules of the game to
help repair years of economic decline, capacities are being undercut by losses, due to HIV/AIDS.
How can loss of discipline and opportunism in the face of individual tragedy, skill depletion,
declining morale, and rising inefficiency be addressed thoughtfully, compassionately, and
effectively?
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The above quotation is very relevant to our country which has to respond to the projected
infection rate of HIV/AIDS pandemic of 259,000 in 1999. This rate of projected infection is higher
than the 242,000 current total workforce by 17,000 people.

AIDS s clearly atragedy in individual families first. The question asked in the report that how can
governments which cannot deal with the organizational dysfunction within their societies caused by
Aids, ded with it when they are barely functional should be kept alive. Much more should be done
to influence the individual to make the right choicesin sexua behavior. The effects of AIDS on the
productive sector isthat it will dow it down much more, leading to untold suffering and abject
poverty.

| would like to take this opportunity to thank the organizers of the conference for having found
our country befitting the role of ahost. | can only hope that many of you will have time to travel
outside Gaborone so that you may appreciate our opportunities and threats much better.

It is now my honor and privilege to declare this conference closed.

| thank you for listening to me. May God bless you all.
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ANNEX I1: Monday Research Reports
Introduction

Monday, October 18, a preliminary session of the EAGER All-Africa Conference was held for
researchers, stakeholders and representatives from many African governments. The purpose of the
session was to allow researchers to present and discuss EAGER research that had advanced since
the last EAGER Conference’. In the day’s activities, two plenary sessions provided fora for two
overarching themes in EAGER research, namely, Restarting growth and development in Africa,
and International competitiveness and barriers to business growth. Research that directly
addressed either of these two themes was reported during their respective plenary sessions. Other
research activities were reported in breakout sessions following each of the two plenaries.

This report summarizes presentations made during both the plenary and breakout sessions. Where
available, presenters’ speaking points, abstract, or executive summary is reported in full.

Important points made following each presentation is then be reported (where available) from the
rapporteur’ s notes.

|. Opening Session and Plenary Presentation of Restarting and Sustaining Growth and
Development in Africa

Chair: Mabousso Thiam (ACE, Senegal)
Comments. Dirck Stryker, EAGER/Trade Chief of Party, AIRD
Clive Gray, EAGER/PSGE Chief of Party, HII1D
Presenters. Aidan Eyakuze (MA Consulting Group, Kenya)
Abdoulaye Diagne (CREA, Senegal)
Waswa Balunywa (M1 SR, Uganda)
Joseph Abbey (CEPA, Ghana)
Servacious Likwelile (REPOA, Tanzania)
Malcolm McPherson (HIID, USA)
Rapporteur: CharlesJebuni (CEPA, Ghana)

Following a welcome by Mabousso Thiam and opening comments by Dirck Stryker and Clive
Gray, the session provided an opportunity for EAGER researchers who have been working on the
“Restarting and Sustaining Growth and Development in Africa’ research theme to update
participants on their research. The first presentation was made by Aidan Eyakuze.

#1 Aidan Eyakuze, The Productivity and Competitiveness of Kenya’'s Economy: A review
of selected literature.

Productivity describes the static level and dynamic rate of change in a nation's output per worker,
or output per unit of a composite input combining labor, capital and intermediate inputs (Hall and
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Jones, 1996). Porter (1998) aso suggests that the productivity of a nation's economy is linked
directly to that of its firms by asserting that unless companies become more productive, an
economy cannot become more productive.

Firm-level productivity rests on two interrelated areas. the sophistication of company operations
and strategy, and the quality of the microeconomic business environment (suppliers, human
resources, marketing channels, customer sophistication). In addition, a sound legal and political
structure and macroeconomic policies create the potential for a productivity increase. Harberger
(1998) examines the growth residual (Solow's residual) which represents technical change, or total
factor productivity (TFP) improvement that is the source of productivity growth. He recasts
technical change asreal cost reduction (RCR) to give the residual an address (the firm), and aface
(the entrepreneur, the CEO, the production manager, etc.). He agrees with Porter in suggesting
that, because three of the five key elements of growth (rate of investment, rate of return, and redl
cost reduction) are aso the critical elements in decision-making at the firm level, “one cannot
escape the conclusion that the great bulk of the action associated with the growth process takes
place at the level of the firm”.

While the concept of competitivenessis quite well understood at the firm level, it has been
controversial when applied to national economies. Competitiveness has been defined varioudly as,
“the ability of a country to realize central economic goals, especially growth in income and
employment without running into balance of payments difficulties’ (Fagerberg 1988) and “the
degree to which [a nation] can, under free and fair market conditions, produce goods and services
that meet the test of international markets while ssimultaneously expanding the real incomes of its
citizens’ (Castells 1996). Competitiveness “depends on the capacity of [a nation's] industry to
innovate and upgrade”’ (Porter 1990). The World Competitiveness Report (1994) suggests that
competitiveness derives from the combination of a country's assets, either inherited (e.g., natura
resources) or created (e.g., infrastructure, human capital) and the processes (e.g., manufacturing)
that transform them into economic results that meet with the test of the international market.

The importance of competitiveness for a nation's economic health and standard of living has been
vigorously debated. In at least one article, Krugman (1994) argued that the concern with
competitiveness was misplaced essentially because countries were not in competition with each
other in the same way as firms. This view has been disputed by, among others, Prestowitz, Thurow
and Cohen (1994).

The literature also reveals an interesting tension between comparative and competitive advantage
in explaining the economic performance of nations. Under the theory of comparative advantage,
'the success of nations in particular industries is based on so-called factors of production such as
land, labor and natural resources (Porter 1990). In this view, a country istied to what it has, not to
what it can create. In contrast, competitive advantage is based on the ability of the people of a
country to add value to the available resources (Doryan 1993). The two views result in radically
different implications for economic policy as Collier (1998) suggests in his anaysis of the
implications of globalization for Africa. He proposes a transaction cost argument to explain
Africaslow level of manufactured exports relative to natural resource exports, as an aternative to
Woods (1997) natural-resource-endowment thesis.



'On Woods thesis, Africa can forget about manufactures. There is nothing to be done. On
the transactions costs thesis, there is everything to be done. Policymakers can, by reducing
transactions costs to world levels, make Africainto the most competitive region in the
world for labor-intensive manufactures because of Africaslow and relatively declining real
incomes.

The economic success of natural resource poor countries such as Japan, Hong Kong and
Singapore and the prevailing context of an increasingly knowledge-based, globalizing economy,
tilts the argument in favor of a created competitive advantage.

The Productivity and Competitiveness of Kenya's Economy

Four studies of Kenya's productivity and competitiveness are reviewed. Gerdin (1997) offers a
comprehensive historical analysis of Kenya's productivity. Siggel (1997) examines the
competitiveness of Kenya's manufacturing sector in 1984, which is broadly supported by more
recent analysis by Kimuyu (1998). Ndung'u and Mwega (1998) look at the impact of exchange
rates on Kenya's manufactured exports.

Gerdin (1997) focuses on the determinants of growth following the neoclassical growth accounting
tradition originated by Solow (1957) in which total factor productivity (TFP) growth is measured
asaresidual. Productivity growth is measured at the sectoral level based on sectora production
functions in the 1964-94 period, an approach that allows for an investigation of whether the
observed behavior is common across all sectors or whether it is sector-specific. The sectors
analyzed were agriculture, mining, manufactures, wholesale and transport. Output growth in the
five sectors was allocated between growth in inputs and change in productivity. Average annual
growth rates in overall output were 3.98% between 1964 and 1994, declining from 6.05 % in the
first decade to 2.12% in the 1984-94 period. Annua productivity growth rates increased over time
from 0.19% in 1964-73 to 0.47% in 1984-94. Productivity growth gave on a small boost to
output growth of 0.37% each year.

Overal results show productivity growth to have been the least significant source of output
growth in Kenya. It accounted for about 9.30% of overall output growth compared with labor's
10.05%, capital's 30.65% and intermediate inputs contribution of 50.25%. The analysis estimated
amean rate of technical change (technologica upgrading and innovation) of -0.18% and a mean
total factor productivity (TFP) growth rate of -0.12%. This study suggests that over a period of 30
years, Kenya's aggregate productivity growth and rate of technological advancement seem to have
been amost negligible.

Siggd (1998) used data of 78 Kenyan firmsin 24 industries from 1984 to learn about the
competitiveness of Kenyas manufacturersin the mid-i 980s. The analysis found that unit costs at
shadow prices exceeded international prices by 15%. This suggests that Kenya had no comparative
advantage in manufacturing in 1984. Unit costs at market prices also exceeded internationa prices
by 10% 50 that Kenya's manufacturing sector as a whole also lacked a competitive advantage
during that year.



Lundvall et a. (forthcoming) undertake a detailed analysis of productivity and technical efficiency
in four manufacturing sectors (textile, wood, food and metal) based on data from a three-year
(1993-95) survey of 266 firms (interviewed at least once) as part of the World Bank supported
Regiona Program on Enterprise Development (RPED) exercise. Productivity was defined as the
ratio of output to inputs, and technical efficiency as the ratio of actual output to the maximum
output feasible, given inputs.

The inter-firm (within the same sectors) comparison of technical efficiency showed a strongly
positive size-efficiency relationship up to and including firms with 75-149 workers. Efficiency
declines for firmslarger than this. Informal firms are less efficient than formal firms due to their
small size and very low capital-labor ratio. Comparison across industry sectors was interpreted as
productivity differences, rather than differencesin technical efficiency. The results showed the food
sector to be between 40% and 120% more productive than the wood and textile sectors. The metal
sector was between 20% and 85% more productive than the wood and textile sectors. The most
significant determinants of productivity for the food and metal sectors were investment, the quality
of the firm's human capital and access to credit.

Their anadlysis of Kenya's manufacturing firms showed export participation increasing from 26% to
36% of surveyed firms. The share of total production exported aso increased from 24% to 28%
with the metal and textile sectors doubling their mean export share. Technical efficiency was higher
for exporters (compared with non exporters) in all sectors except textiles, but was statistically
significant only for the food and wood sectors. Exporting firms were almost six times larger (using
output volume as a proxy for size) than non exporters and generally have higher capital and labor
productivity and capital-labor ratios. Both the probability of exporting and the proportion of
output exported was strongly influenced by labor. Kimuyu's (1998) analysis confirms that |abor
intensive activities are not only more likely to export but also export a greater share of their
production than other enterprises. This probably suggests that Kenya's comparative advantages
presently lie in labor intensive manufacturing activities. These conclusions echo Siggel's findings,
using earlier data, on Kenya's apparent comparative advantage in labor-intensive manufactured
goods.

Horticulture: Kenya's M ost Competitive Sector

While the productivity growth of Kenyas economy as a whole has been shown to have been
stagnating for three decades, and competitiveness seems to elude the manufacturing sector, the
performance of horticultural exports has been encouraging and revealing of a success story in
international competitiveness.

Over the past two decades, the horticultural export sub-sector has developed into an important
component of the Kenyan economy, providing a mgor source of foreign exchange earnings and
substantial employment and farm income opportunities. During this period when Kenya's exports
of many traditional commodities either declined (sisal, meat, pyrethrum) or fluctuated greatly from
year-to-year (coffee, tea), the aggregate volume and value of horticultural exports increased
substantially and virtually continuously, mounting into double-digit rates most years. Horticultural



exports more than doubled in volume and increased by more than 24 timesin shilling value terms
between 1984 and 1998.

The expansion of Kenya's fresh produce trade has been accompanied by, and is in many ways
dependent on, the entry of many new participants, especialy at the production level. For
vegetables, this expanded production came in response to arapid increase in foreign demand
during the 1970s and was stimulated by competitive pressures within Kenya, which led exporters
to extend and diversify their sources of supply.

The production and trade of cut flowers have been one of the most dynamic components of
Kenyan agriculture over the past two decades. This industry has experienced severa new medium-
to-large-scale investments, a secondary yet substantial growth in smallholder production, and a
considerable diversification in the mix of crops produced and marketed. Since 1973, participation
in Kenya's horticultural export sub-sector has broadened considerably, with growing numbers of
smallholder and other producers providing commodities and raw materials and with increased entry
into trade, especially for fresh produce exports.

Lessons from Horticulture's Success

Except for South Africa, Kenya has developed the most diversified and successful horticultural
export trade within sub-Saharan Africa. For African countries and entrepreneurs seeking to
replicate aspects of Kenya's horticultural development experience, three lessons can be drawn from
that experience. First, while many African countries share with Kenya some ecological, location
and labor cost advantages in the production of certain horticultural crops, few such countries are
well endowed with the additional technical, financia, infrastructure and manageria assets that are
critical for developing a competitive horticultural trade. Without foreign investment or a
considerable initial investment by government and the local private sector in horticultural research,
training and marketing infrastructure, the development of horticultural exports will be avery sow
process in Africawith a high incidence of failure among individua firms.

Second, and relatedly, the development of African trade in many horticultural commodities will
require the attraction of foreign investment or at |least the devel opment of long-term technical and
marketing contracts between domestic and foreign firms. This may be especialy important in
commodity lines requiring highly specialized knowledge and inputs, featuring rapid technical and
market changes, and featuring highly concentrated international markets. Governments need to
improve the incentives for foreign investment and the legal and informational basisfor the
development of complex contractual relations between local and foreign companies.

Third, 'learning-by-doing' may no longer be a viable means of developing a horticultural
export trade considering the intensification of competition in European and other markets
and theincreased requirementsfor quality, supply continuity, and product variety in these
markets. Prospective exporterswould be advised to gain experiencefirst in the domestic
market, perhaps by developing crop procurement and distribution arrangementsto supply
high-quality produce to restaurants, hotels and up-market retail outlets. In encour aging
new entry into horticultural exports, attention should focus on private firms and



cooper atives currently active in domestic fresh produce wholesaling, large individual
growers, and firmsor individualsthat currently carry out exports of other agricultural or
manufactured products and thus have market contacts and an under standing of therisks
and mechanics of international trade.

While Kenya'sinstitutional framework and macroeconomic climate will remain critical,
improving the productivity and competitiveness of Kenya'sindustrial sector also dependson
enter prises lear ning from the experience of the horticultural exportersand applying the
lessonsto their activitiesin the domestic and inter national marketplace.

#2 Abdoulaye Diagne  [Not Available]

#3 Joseph Abbey [Not Available]

#4 Joseph Semboja, Amon Chaligha, Godwin Mjema, Joseph Shitundu, and Servacius
Likwelile, Restarting and Sustaining Growth and Development in Tanzania

This study reviews the economic performance of the Tanzanian economy during 1986-1997.
It also reviews the reform measur es undertaken during the same period. Specifically, the
study analyzestrendsin the main macroeconomic indicatorsincluding real GDP growth,
agricultural and manufacturing growth, fiscal and monetary performance, trade sector and
savings and investment. Thereform measures, that wer e the basis of the macroeconomic
per for mance, wer e of two types. those aiming at changing the rules and regulations and
those that addressed institutional and organizational issues. The latter were aimed at
supporting the former.

In reviewing the economic performance it was essential to consider economic performance
of the Tanzanian economy prior toreforms. While economic performance during the 1960s
and the early 1970s was gener ally satisfactory, a series of internal and external factors
combined to reversethetrend during the late 1970s to mid 1980s. Internally, policy
mistakes including over-valuation of the exchange rate, internal and external trade
controls, inward looking industrialization strategy and excessive money supply resulted
into, among other things, inflationary trends, artificial shortages of consumer goods and
industrial inputs, and balance of payments and budget deficits. Tanzania also experienced
exter nal shocksincluding drought, war, the collapse of the East African Community and oil
price hikes. Thisset of factors, i.e., both internal and external, resulted into an economic
crisisunprecedented in the Tanzanian history.

By mid 1980sit was clear to Tanzanian authorities that something had to be doneto contain
the smmering crisis. Thusin 1986 the gover nment agreed to implement an IMF-World
Bank sponsored economic recovery program. Aspointed out earlier, theimplemented



reforms wer e those that aimed at changing the rules and regulation and later on the
institutional and organizational reforms.

Reform measures aiming at changing rules and regulationsincluded price and market
reforms. These dismantled the price controlsin internal trade and finally led to the
liberalization of internal and external trade. Exchange rate reforms were implemented via a
series of devaluations from 1986 to make the country's exchange r ate competitive. By 1989,
for example, the nominal exchange rate was four timesits 1986 level. Official foreign
exchange controls wer e abolished and the foreign exchange control ordinance was r eplaced
by the 1992 foreign exchange act. Beginning in 1994, foreign exchange auctions were
introduced to ensur e efficiency and achievement of a mor e competitive, mar ket-deter mined
exchangerate. The government similarly introduced reformsin trade, industry and tax
policy. Reformssuch as. the own-funded import scheme, the open general license (OGL)
facility, reduction of number and levels of tariff and tax rates and the creation of the
Tanzania Revenue Authority to over see efficient revenue collection were carried out. Other
export incentives included the export retention scheme and the duty draw back scheme.

At alater stage of the reform process the government embarked upon the structural reforms
such asfinancial sector reform that saw among other thingsthe split of the National Bank of
Commerce (NBC) into National Micro-Finance Bank (NMB) and the NBC United (1997).
The privatization process of these two banksis underway. In the sphere of monetary policy
the new Bank of Tanzania (BOT) Act of 1995 is mor e focused on targeting inflation. The
government has, via the parastatal sector reform, privatized more than half the 400 plus
parastatals. The process of privatizing the rest, especially the parastatals dealing with
utilities, isunderway. The Tanzania I nvestment Center (TI1C) which hastaken over from
the National Investment Promotion and Protection Act (NIPPA) of 1990 has created more a
conducive investment climate to attract both foreign and local investors. The Capital market
tradeisarecent phenomenon in Tanzania that started with the creation of the Dar es
Salaam Stock Exchange (DSE) in 1998 for tradein stock. So far DSE has attracted only a
few companies ready to accept and sell shares. In reforming the civil service the gover nment
has managed to downsize and rationalize its civil service. The processisongoing.

These reform measur es (changing the rules and regulation and structural reforms) have
produced significant impacts on some macr oeconomic variables. A competitive exchange
rateisnow in place, fiscal discipline has been introduced and the large budget deficits have
been reduced and inflation hasfallen.

Performancein other areas of the economy has also improved. Real GDP growth has
increased and now exceeds the population growth rate of 2.8% per annum. Asaresult the
real per capita GDP has also improved. During the same period, sectoral real GDP growth
for agricultural and industrial sectorshasalso improved. Export performance of non-
traditional exports has picked up.

Foreign investor s areincreasingly taking advantage of the favorable investment climate
created not only by the introduction of the NIPPA and TIC but also by the policy



statements from high-level gover nment officials assuring them that investments will not be
nationalized. Among the sectorsthat have benefitted from foreign investment are tourism
and service sectorslike hotels, minerals, banking and some few manufacturing firms.

For these investmentsto increase and have a bearing on Tanzania's Savings-1 nvestment
ratiosor the Investment-Output ratio, thereis need to address constraints such as poor
infrastructure and the high costs and unreliable supply of power and water. Similarly there
isneed to deal with bureaucracy in investment registration and in tax management.

Therole of the government isnow directed toward assuring that no policy reversalson
reforms occur, and ensuring that a conducive environment has been created both for foreign
and domestic private investors. Thiswill place Tanzania on the right footing toward
sustained economic growth.

Effortsin the political arenainclude the movement toward political liberalization. This
addresses the political dimension of good gover nance including issues of state responsiveness
and accountability, and the impact of these factorson political stability and economic
development. Also addressed areissues of transparency and the need for autonomous

enfor cement agencies. Thisline of the reforms recognizesthat for political stability and
economic sustainability, a strong and symbiotic relationship between economic and political
reformsis necessary. Lack of democracy isbad for economic development.

Beforethe reforms Tanzania was a single party state under the tutelage of Chama cha
Mapinduz (CCM), the party ideology being Socialism and Self-reliance, which was
enshrined in the country's constitution. Thislimited people's participation in political
activities, including member ship to civic or ganizations.

Governancereformswere set in motion in 1991 through the formation of the Nyalali
Commission. The commission had the mandateto review the one party state and make
recommendations. Political liberalization was ushered in and a multiparty system
introduced. Since thistime, civil society has been revitalized through among others, the
formation of an independent labor movement. M easuresto ensuretheruleof law in
Tanzania were also taken. To reinfor ce such measures and give credibility to them, the need
to review the constitution has been advocated. The measuresinclude Act No.20 of 1992 that
gives Par liament power to impeach the president.

Concernsexist that the gover nance reform program has not managed to institutionalize
accountability and transparency in the conduct of government businessin Tanzania.
Corruption is still rampant in most facets of lifein Tanzania. In the health sector, there has
been need to require health workersto wear special tags. Greed, personal interests and
unnecessary delays discour age investor s and the recent leakage of the national form exam
results show that corruption isalso a problem in the education sector. Lack of strong
opposition partiesthat hold the gover nment accountable is one factor that stymiethe
realization of good governance.



Introducing reform is one thing but to ensure sustainability isanother. Ownership of the
content and implementation of reformswas explored through interviews with gover nment
NGO officials. About 76.1% thought the donor community was the one who introduced
reformsin Tanzania. Such officials believe that without donor pressure only a few changes
would have been put in the policy agenda of the government. This suggeststhat reforms
may still be on shaky grounds although circumstances of the day work to discount fear s of
any policy reversals.

Despite thismost feel that reforms have generated positive results. Many officials concede
that the performance of the economy has improved because of the reforms. About 79.4% of
those inter viewed thought the perfor mance of the economy had increased, 17.2% thought it
had remained the same and 3.4% thought it had decreased. Asfor the level of
unemployment, 79.4% wer e of the opinion it had decreased, 10.3% thought it had increased
and 10.3% thought it remained the same. Opinions ar e also favorable on the side of
proceduresincluding licensing, import/export, goods clearance, tax and local government. In
all these categories more than 60% of those interviewed believed these procedures are much
clearer now than before the reform measures.

#5 Malcolm McPherson and Tzvetana Rakovski [Not Available]

[I. Morning Break Out Sessions
Sesson#1  Employment and Labor Productivity in Ghana and South Africa

Chair: Ismail Adams (University of the Western Cape, South Africa)
Rapporteur: LuciePhillips (1BI, USA)
Presenters.  George Gyan-Baffour (Howard University, USA)
Fuad Cassim (University of Witwatersrand, SA.)
Balakanapathy Rajaratnam (University of Witwatersrand, SA.)
Haroon Bhorat (University of Cape Town, S.A.)
J. Dirck Stryker, (AIRD, USA)

George Gyan-Baffour, Employment and Labor Productivity in Ghana

The purpose of this study isto propose policies aimed at enhancing labor demand and labor
productivity in Ghana. Consequently, the study has three main objectives. The first objectiveisto
identify the determinants of labor demand in Ghana. This includes measuring the substitution
parameters between homogenous labor and capital, and indirectly estimating the own-wage
elasticity of demand for labor as well the substitution parameters among heterogeneous labor
inputs. The second objective is to assess the effects of some conceptually identified firm level
factors and non firm level factors such as hiring and firing regulations on the demand for labor. The
third objective is to model value-added per worker, a surrogate for labor productivity, as a
function of firm level variables such as the capital stock, the real wages paid to workers, the type
of ownership, and the age of machinery and equipment used by firms.



The study used a panel data from the manufacturing sector and a cross-sectional data from firms
across all sectors of the economy. The panel data covered the years 1983 to 1994/95. The
cross sectional data wer e generated from a survey of approximately 100 firms undertaken in
1995/96.

Results of the study revealed a considerable ease of substitutability between capital and labor in the
industries studied. This suggests the possibility of firms replacing workers with machinery and thus
reducing the demand for labor when the price of machinery becomes cheaper relative to wages
either through subsidized cost of credit or overvalued currency. The study also found that demand
for labor is negatively affected by changes in the wage rate. This suggests that demand for labor
will increase when wages are flexible downward and vice-versa. The study concluded that skilled
and unskilled workers are substitutes. A major implication of this finding is that the cost associated
with the increase in the number of skilled workers triggered off by the increase in wages of
unskilled workers tend to make firms less competitive unless the use of more skilled workers
resultsin arise in labor productivity. Another finding of the study is that firm’s labor demand is
largely influenced by how and who operates the firms. Foreign owned firms tend to hire more
workers while firms with higher capacity use also employ more workers. Furthermore, the labor
demand assessment concluded that capital-constraints, concern about firing laws, and labor costs
are mgjor factors reducing the likelihood that firms will hire more workers.

In the sectoral analysis, tradables showed most growth, but thiswas coming from a very low
base. Over thelong-term, growth in tradablesis expected to outweigh lossesin the non-
tradables sector. The non-tradables sector has highest proportion of jobs, but employment
thereisdeclining.

Further (non-financial) market improvements such as better market infor mation, might
accelerate growth in the tradables sector. The easy substitution of capital for labor, isalso
something that needsto be addressed. For example, when the currency was overvalued,
imported machinery was cheap and thisled to large-scale investment in imported
equipment, esp. in paper and printing industry. This situation is changing, however, asthe
current currency regime and structural adjustments make imported equipment less cheap.

Regarding policies:

. minimum wages tend to raise wages, raise production costs, and reduce employment.
Wor se yet, it reduces employment of both unskilled and skilled labor—unless skilled
labor raiseslabor productivity enough to offset therisein production costs.

. labor demand: firms operating at near full capacity have higher employment.
Foreign management scored well in thisregard. Thisimpliesthat encouraging
foreign investment may pay high dividends.

. labor legidation: A review of current labor laws with specific attention to their
impactson hiring and firing workersisin order.
. labor militancy: firmsfacing militancy tend to hireless. More peaceful negotiating

processes may be mor e successful



. investmentsin human capital: investment in human capital iscritical for
productivity increases, asis.

. technical capacity: efforts need to betaken to improvethisthrough along-term
strategy.

Comments from the floor

Bruce Balnick. Tax incentivesfor investment tend to focus on capital imports. Did you look
at impact of tax regimes on capital/labor choice and demand for labor? Also could one get
current data on employment and wages for, e.g., July 1999 right now? How ar e wages
related to labor efficiency and turnover?

A: Wedid not focus on tax issues and therefore did not specifically address the impact of tax
regimes. “Taxespaid’ wasnot among the questionsin our survey. However, wedid find a
correlation along owner ship and labor demand. Foreign firmsare bigger, pay higher wages,
and more efficient. The answer on datais, no. Manufacturing isa small sector, and the
most recent data on unemployment is ca 1990.

Bob Young Did you have parastatal ownership in the sample? What about differencesin
industrial relations styles? How did management deal with workersand how did that affect
productivity?

Jay Rosengard In the panel data, how did you deal with the informal sector—normally the
biggest employer? Why did you recommend easing availability of credit for technology,
when capital substitution for labor isa problem?

Dirck Stryker Theuse of pandl data from 1973-84/85 is problematic. Thiswasa period of
substitution of capital for labor. Development banks wer e providing credit and the currency
was overvalued. But also, during the monetary crisis period, foreign exchange was rationed.
Why would anyone invest during this period? Until economic reform began in 1983?

A: Itistruethat, during this period the economy wasin bad shape and thiswill have an
impact on any analysis of data over thisperiod. Binding constraints such asaccessto

foreign exchange for imported equipment wer e widespread. But we found that for those
who did have access to rationed FOREX, equipment purchasesreplacing labor paid off.

Asfor theinformal sector, thereislittle data available. In particular, thereisno
employment data for that sector. However, in our study we attempted to develop rough
estimates for these missing data.

Asfor the apparent contradiction between findings on capital labor takeoffs and
recommendations about improved accessto capital, this may be a problem of semantics.
Capital should not be subsidized, but ways should be found to remove barriersto deepened
finance for the manufacturing sector. Nevertheless, asfar asthat goes, labor productivity is
increased by equipment.



Fuad Cassim, Balakanapathy Rajaratnam, Haroon Bhorat and J. Dirck Stryker, Increasing
the Demand for Labor in South Africa

This research was reported in segments by the four team members, Stryker, Cassim, Bhorat
and Rajaratnam.

Dirck Stryker, Overview

To complement its political liberation with economic gains that benefit the population equitably,
South Africa must address distortions that limit employment creation and growth. Such factors
include the determination of wage prices, aweak informal sector, capital-intensive techniques of
primary and secondary production, inefficient management, collective bargaining characterized by
militancy, and poor training, education, and work habits of the labor force. This project under
EAGER/PSGE examines the nature of the South African labor market and discusses the most
promising solutions.

Service is the most promising sector in South Africa, roughly doubling its output from 1970 to
1990 while the rest of the economy stagnated. In the 1990s, the trade, catering, and
accommodation sector has been leading the recovery, with finance, business, and insurance
services also expanding in an important way. The service sector appears to have a higher
absorptive potential for low-skill labor than the economy average, the most important area from a
policymaker's perspective.

The promotion of small, medium, and micro enterprisesis considered as a key element in the
government's strategy for employment creation and income generation. The research made use an
input-output framework to gauge whether employment effects differ according to the size
distribution of firms. While data limitations suggest caution in interpreting the results, small firms
may be more employment intensive and to generate more GDP per job than large firms.

With an eye on what factors hinder firms from expanding employment, the study analyzes two
South African Labor Flexibility Surveys (SALFS), conducted in 1995 and 1996, which monitor the
demand side of labor and labor flexibility in manufacturing and other established firms. SALFS|
found that large firms export more than smaller firms. In addition, nearly half the firms reported
labor dack, and had indications of certain practices reinforcing segmentation and stratification.
SALFS2 found, among other results, that there is a positive relationship between employment size
and percentage of workers from historically disadvantaged population groups.

South Africas new labor legislation strengthens and gives more power to the trade unions, moving
against the global trend toward decentralized bargaining. Substantial variations exist in the nature
of collective bargaining across industries, firms, and regions. The effect of the new rules on small
businesses must be better explained, since small business is expected to generate new job
opportunities. Ultimately, time will tell whether the new Iabor rules simplify job creation.

Haroon Bhorat, The SMME Sector



In this component of the study, they have found that SMMEs are more labor intensive than
larger, formal sector firms. The average stimulus on employment, of final demand in the
SMME sector is125. It haslong been believed that some advantage could be gained for the
economy over all if the SMME sector grew at a faster pace and efforts have been made to
achieve this. Unfortunately, TA hasnot been very effective in achieving accelerated growth
in the sector.

Changing demand for different skillsand skill levels

. I ncreased wage differentials, because demand for highly skilled workersvery high,
less growth in demand for lower skilled and unskilled. Thisis a global
trend—technology is evolving that requires more knowledgeable of its operators

9. SA incentive structure biased toward lar ge, capital intensive, technologically
advanced firms

10. Unemployment disproportionately black, female and rural.

Recommendations

The gover nment exerts mor e influence on employment through macroeconomic policies
than through direct labor-market policies and, in public finance terms, the former costs less.
The most effective way to stimulate demand isto accelerate growth. Lower interest ratesis
one way of aiding SMMEs, but thisistricky if banks cannot be convinced that they are
bankable.

One would expect that employment could be stimulated by starting mor e flexible wage
policies, but thisishard to do because of the historic political role of unions. Flexibility on
labor conditionsimportant for stimulating demand, but it isnot clear how this outcome can
be achieved.

In the service sector, however, fewer wagerigidities and services are likely to producethe
most growth in labor demand. Asfor outward-orientation, SA may have to focus on high-
end niche markets and on regional markets.

Fuad Cassim, M acr oeconomic Factors

M acr oeconomic reform has achieved some success, particularly on the fiscal front.
Government has made some difficult decisions and can rightfully claim credit for this
success. Still, on the labor market front thereislessto cheer about. Employment is
declining, largely dueto rigiditiesin labor policies. Most problematic isthat unionized
firms pay wages above the market-clearing level. Wages do not fall, even with excess
supplies of labor.

Thishad created an insde-outside problem where compensation has been raised for those
within the labor force, increasing differentials between them and those outside the labor



market. This has become a sufficiently visible phenomenon that thereis now some
rethinking of thisapproach. Amendmentsto labor legislation are being proposed.

One hasto distinguish between qualitative and quantitative impact. The historic trend of
substitution of capital for labor isbeing accentuated rather than diminished in South
Africa.

Bala Rajaratnam, Labor Demand

This segment of the labor demand study was undertaken in collabor ation with Howard U
over thelast 18 months. The study looked at both aggregate and disaggr egated labor
demand. Aggregate labor demand growth was poor overall. The decomposed labor market
showed stark differences between sectors, however. Professional/managerial/clerical jobs
grew by 270% over the period studied. Unskilled labor, on the other hand, declined by 50%
among far ming oper ations.

Injob growth sectoral differencesexist. Thedeclinein agriculture mirrorsadeclinein the
primary sectorsoverall. Following global trends, growth is mainly in especially financial
and business services.

Thereare also important racial differencesin thelabor market. Africansare decliningin
absolute termsin the labor force while colored, Asians and whites, have increased up to
70%. It isbelieved that thisrelatesto the changein the skillsmix in the labor market. As
for whether structural or technological changes dominate these trends, the study found
evidence that technological change was the moreimportant of the two and that technology
changes are currently favoring women over men in job opportunities.

Policy implications:

Given labor demand trends, isthere any improvement in sight? No, because some problems
that have been generated are not amenable to solution by government policies. In
particular, those who drop out of the labor market have become unemployable. For them,
thereisaneed for a social safety net.

One sensible area of focus, however, should be on youth entering labor markets. In
particular, human capital investment focused on current technological trends.

The wage employment elasticities of -0.7 are accepted, overall. In the services sector, this
figureis 0.9, but this debate may be overstated. Wherethere are huge skill
shortages—premiums are paid for skilled workers. Perhapsthisisaccountsfor a
disproportionate share of the wage bill.

Comments and Questions from the floor



Tom McEwan: Focus also on murder rate. How will surgein gold price affect mining?

Joshua Nyoni: What about effect of regional labor supply? Skilled workers are coming from
SADC, and all over Africa.

Bob Young: Some have suggested that the Japanese model has potential for improving
labor productivity?

Graham Glenday: Therearestrong parallels here with Kenyan labor markets. Export
performancein Kenya may provide a cautionary tale. Labor intensive manufacturing was
almost nonexistent in the export picture (clothing, footwear, light assembly (classic low-wage
industrialization) in Kenya until it had wages decline by almost 50%. Then those
industries appeared, but when that low cost labor disappeared, so did companies and
exports. Large companieslead exports. Thereason the Asian approach does not work here
isthat large firms cannot access cheap labor.

Answers from the panel

Fuad: We are not saying that service sector will solve the problem. Do not want to over play.
Macr o economic stability necessary, but not sufficient. Agreeswith Graham Glenday.

Haroon: The surgein thegold price has not generated an effect. Employment losstrend is
over 25 years. Asfor labor relations, SA invests heavily in worker/management
negotiations, but there are no studies of whether it pays off in productivity.

Bala: Regional labor immigration isan issue. It has generated resentment in South Africa,
particularly regarding the L esotho crisis due to mines unemployment.

Dirck: Recent growth in labor productivity in SA manufacturing has been dueto the shock
of competition from imports. Some firms went under, but survivors shed workers and
became more efficient. Overall, theincreasein output reflects labor productivity gains.
Hopefully thistransition is maturing, and gainsin employment will follow in mor e efficient
firms. Concerning labor migration, wage rates 2-3 times those in neighboring countries
might be expected to attract immigrants. But SA is also competing with Bangladesh. Wage
rates are high despite huge unemployment.

Session #2  Globalization and Multilateral Trade Agreements
Chair Frank Ofei (ECOWAYS)

Rapporteur: Jeffrey Metzel (AIRD, USA)

Presenter:  Daniel Plunkett (AIRD, USA)

The chair opened by noting a number of important issues that the current session should seek
to answer:



. Can market forces be influenced by multilateral agreements?

. Is Africa relegated to being a “ taker” rather than a “ maker” in these agreements?

. Isit a“taker” in trade and in the exchange of technology?

. In other words, can it influence trendsin these areas or not?

. Should there be an effort to come up with a new comprehensive development
framework or should we be satisfied with the current structures?

. Is Africa prepared for the Seattle meetings or not?

. How is Africa coping with the current multilateral agreements?

. Are African interests being heard in these negotiations or not?

Daniel Plunkett: I mplications for Africa of I nitiatives by the WTO, European Union, and

us

A remarkable convergence of forces hasled to the most comprehensivereview of Africa’s
trading relations with the United States, the European Union, and other partnerssincethe
colonial era. For African countriesin the vanguard, the next decade of international trade
negotiations could result in substantial concessions, spurring trade and investment. Y et
since African countries areill-equipped to participate actively in the dozens of WTO interest
areas, thereisareal danger that some African countrieswill end wor se than before. Success
will depend on achieving a level of technical preparation and mobilization of national
interest groupsto a degreerarely seen beforein Africa. Key challengesfor African countries
include widening their trade orientation beyond traditional bilateral flows and elaborating
common positions within existing regional organizations.

The Third Ministerial Meetings of the World Trade Organization in Seattle at the end of
1999 launches a new round of negotiationsin the key fields of agriculture and services, with
nascent areas such as e-commer ce per haps even receiving a mandate for liberalization from
the gathered ministers. Asin the Uruguay Round, the upcoming WTO negotiations will aim
to provide the framework in which new and innovative economic trends can thrive.
Liberalization in emerging areas may give African entrepreneursthe opportunity to create
the rapid economic growth deemed necessary to raise a substantial portion of the population
out of poverty. Yet asthe poorest aggregate region, Sub-Saharan Africais most humanly
affected by changesin the palicies, technologies, and flows of food. The overarching priority
isto ensurethat a changein food policy among the wealthier member s of the WTO does not
negatively affect food security in Africa.

In the key agriculture sector, African countries must define their specific positions
regarding the three existing areas of market access, domestic support, and export
competition. These highly technical dossier s wer e the battlegrounds for the U.S. and the EU
during the Uruguay Round. African negotiators would be wise to ask for something tangible
in return for supporting one side or the other on further reform. A food-related issue for
African countriesinvolvesthe WTO deadline at the end of 1999 (2004 for least-developed
countries) to adopt legislation, either through patents, or a sui generis system-providing
protection for plant varieties. Many African countries are concer ned about potential
conflicts with the Convention on Biodiversity, and about " bio-piracy" by foreign firms



better positioned to take out patents on Africa's genetic resour ce base. On sanitary and
phytosanitary (SPS) issues, African countries, which often have trouble adopting and
enfor cing standar ds legislation, would benefit from some form of special and differential
treatment. The effects of price variability and insecurity of supply on least-developed and
net food-importing countriesare also part of the WTO remit.

Africa's new relationship with the European Union will include the effects of the EU's
conversion to the euro, the negotiation of a post-Lome' trade regime, and ultimately,
expanded EU member ship. Full conversion to the euro in 2002 will most immediately affect
the countries of UEM OA, asthe CFA will betied to the euro rather than the French franc,
extending the exchange risk certainty that UEM OA has enjoyed for trade with France to
theentireeuro area. Thecurrent WTO waiver for Lome IV expireson February 29, 2000,
placing the new WTO round and the resolution of ACP trading privileges on a collision
cour se. African countries are left with a difficult choice: preservethe Lometrade
concessions by accepting individual or regional free trade agreements offering reciprocal
access, or fend off the dangers of reciprocity but be left with the less-favorable terms of GSP.
With 6 Central and Eastern European countries seeking to join the EE, the necessary
reforms of the EU's over ly-generous Common Agricultural Policy may take several yearsto
complete, holding up the fate of the WTO negotiations and the details of the Lome'
transition.

For Africa, globalization means closer U.S. ties. Thereisthe growing sensethat U.S.
relations with Africa are underdeveloped, but hold much promise. Through a series of
regional and topical initiatives, the U.S. seeksto provide an improved enabling environment
for equitable growth to occur. Fuller integration of the African membersinto the WTO will
improve the reiability of the external trading framework, complementing African efforts at
regional integration, which the U.S. strongly encour ages, emphasizing transparency in
practices and policies. Technical assistance, by the U.S. and others, is sorely needed to help
the African countriesto sort through the myriad changes underway in the global context
and emergein a stronger position.

In Africa, an important problem isthat only the top people are awar e of the issues.
Moreover, thereisvery little economic research to brief decison makers on the impact of
their negotiating positions. In general, Africaneedsto do alot to prepare.

Discussion from the floor

. Will the Multi fiber agreement be incor porated into WTO and, if so, what will be the
impact?

. Are EU requirements and regulations on pesticides consistent with fair trade? They
may be applied for projectionist reasons. How will WTO deal with this?

. The paper seemstoo optimistic that Africa can effectively participatein WTO, but

Africaisnot ready. Africaisill-equipped to negotiate and has nothing to sell. WTO
sets common rulesfor people with littlein common. Why is Africa being asked to



play by the samerules as everyone else? Should there be clear criteriafor
member ship? Should Africa participate at all?

. The Africa Growth and Opportunities Act may be a big failure becauseit requires
countriesto bein full compliance with the IMF and few countries are.
. The presentation recognizes African limitationsin participation in negotiations, so

what isthe solution? Phyto-sanitary restrictions are being used as non tariff barriers
and Africa does not have the equipment nor resour cesto over come theserestrictions.
Nor hasit been consulted on setting theinitial standards.

. What isthelist of commoditiesto be affected by the Africa Growth and
Opportunities Act ?

. What will be the effect of Africa Growth and Opportunities Act on the corporate
taxes?

. Has any coherent position been elaborated for African countries on these issues?

. The European Union iscalling for REPAS, whilethe ACP countriesare against it. Is
there a fall back position?

. In the post- Lome environment will ther e be a move to generalized multilateral

systems of preferences. Isthe REPAS system GATT compliant? Will it not divide
African countries between the better and wor se off, and if so will it not divide the
African position?

. What impact will the “blue round” on labor and the“ green round” on the
environment have on Africa?

. What are domestic agendas for African countries? It seemstherearetoo many
technicalitiesto master them all, and therefore African countries must be selective.

. If the big organizations cannot articulate a position for Africa, then what istheir
role?

Responses

The multi fiber agreement ispart of WTO, but it has been backloaded such that when
quotasfinally go, it may not be good for Africa. The MFA and the Dairy and Beef
commodity agreements allowed a la cartejoining. Regulationsregarding sanitary and
phytosanitary (SPS) issues are a nation’s sovereign prerogative. It requiresrestraint to
avoid backlash. It requires creation of athird party dispute mechanism for addressing
conflicts. SPS and state trading enter prises, and monopoly regulations will become more
important astariff measures come down.

The question of harmonizing free trade agreements and multilateral rulesisonly starting to
be addressed and this could create havoc. The need to incor porate labor and environmental
standardsinto WTO isbeing studied and ministers must give the mandateto start the
negotiation process but thisisnot likely to happen at Seattle.

The question of the level of development for participation in multilateral negotiations
suggests at least a need for a pause after the agenda is set in Seattle to allow countriestime
for analysis befor e negotiations begin. Africa needsto develop some common positions and
hold together to have clout in the negotiations.



The Chair added the following summary points:

. Africa hasthe opportunity to get involved in multilateral trade negotiationsand is
obligated to do so.

. Thereisaneed for policy coherence based on specific development priorities with a
long term per spective.

. Thereisalack of African capacity to do this.

. African negotiator s need to be better equipped with technical assistance and analysis
to help Africa step up in the negotiations.

. Thereisa need to identify specific issues that should be focused on by Africansin the
negotiations.

[11. Afternoon Plenary Session: International Competitiveness and Barriersto
Business Expansion

Chair: Tawia Akyea (Ghana Export Promotion Council)

Rapporteur: Abdoul Barry (AIRD, USA)

Presenters.  Gerrishon Ikiara (University of Nairobi), Germina Ssemogerere (Makere
University), and Eckhard Siggel (CREFA/Laval Univer sity)
Paul Kwengwere (Action Aid, Malawi), Alimon Mwase (Millennium,
Malawi), Mabousso Thiam (ACE, Senegal), and J. Dirck Stryker (AIRD),
Sara Sievers (CID, USA), Arthur Goldsmith (HI1D, USA).

Gerrishon Ikiara, Germina Ssemogerere, and Eckhard Siggel, Structure of I ncentives and
Manufacturing Competitiveness in Kenya and Uganda

Objectives

The main objectives of the study are to examine the competitiveness and comparative advantage of
manufacturing industries in Kenya and Ugandain view of recent trade policy changes and present
and future measures to integrate further the economies of the East Africaregion. A further
objective is to evaluate the impact of certain policies on the costs of manufacturing and by that on
the competitiveness of the manufacturing sector, in particular trade policy changes, management of
the exchange rate and measures that influence the cost of capital.

Policy environment

In Kenya, the government has pursued policies that emphasize markets and freer trade since the
mid-1980s and, in particular since 1992. Quantitative restrictions on trade were phased out, the
tariff structure has been made more uniform with lower rates, and the exchange rate has become
market-determined. At the same time, the Government of Kenya has set a very ambitious target for
the country to become a newly industrialized economy by the year 2020.



In Uganda, unlike in Kenya where industrialization was continuous, the industrial base of the
1960s disintegrated during the years of political instability and civil war. Since the early 1990s, the
Government of Uganda has adopted a liberal trade regime with absence of quantitative restrictions,
a market-based exchange rate and uniform tariff structure with low rates. Many Ugandan
manufacturers are therefore back at the infant industry stage and, at the same time, face strong
international competition.

Method of analysis

The method of analysis chosen for this study is based on the notion of cost competitiveness and its
close link with the concept of comparative advantage. It is derived from basic trade theory
principles, combining them with principles of social cost-benefit analysis. The method consists of
the computation of three indicators of competitiveness and their decomposition into cost
components representing the factors of production (tradable and non-tradable inputs, labor and
capital), and many distortions. The latter are mainly policy-induced price distortions, but some
distortions in costs are also caused by deficiencies in the quality of services such as utilities. To a
large extent, these distortions are aso, but more indirectly, policy-induced.

The three indicators are unit cost ratios obtained by dividing total costs of production through the
value of output, using three different sets of prices. This definition of unit costs is particular and
diverges from the usual definition of unit costs as costs per physical unit of output. Its purposeis
twofold: first, to overcome differencesin product mix and quality between competitors, and
second, to make the indicators independent of data from international competitors. They do not
exclude, however, international comparisons when data are available. We assume that the
international free-trade price (cif) of traded goods equals the lowest cost of international
competitors, but includes the transport cost to the port of entry. The unit cost ratio then compares
the unit cost of African firms with the free-trade or border price. If their cost isinferior or equal to
the cif border price, we consider a firm internationally or export-competitive. Thisindicator is
called UCx and the criterion for export competitivenessis UCx of less than or equal to one.

The second indicator is the unit cost ratio at domestic prices (UCd), i.e., including all kinds of cost
and output price distortions. The principal ones are the tariffs on output, the tariff on traded inputs,
the potential misallocation of the exchange rate, distortions of the interest and wage rates, and
distortions in energy, transport and communications costs. The indicator UCd is obtained by
dividing total costs at market prices but the domestic value of output at ex-factory prices. It differs
from UCx only in the denominator, which includes the tariff on outpuit.

The third indicator is the one of comparative advantage, which excludes al distortions, on the cost
and revenue sides. It is based on the theory of comparative advantage, which requires that unit
costs at equilibrium prices must be inferior to the cost of international competitors. The separation
of distortions from the equilibrium values of output and all inputs is made by calculating shadow
prices for al products and factors that are likely to be distorted.

Data sources and research procedure



The study is based on three data sets. Kenyan enterprise data of 1984 are taken from a sample of
78 firms, collected for the Ministry of Planning in 1985. The second set of data pertains to 42
Kenyan firmsin 16 industries, which are a subset of the earlier sample, with afew additions. The
third set consists of a sample of 21 Ugandan firmsin 12 industries. The data of the latter two sets
are of 1997 and were collected by the team members of the present project. All data are quite
detailed cost and revenue data and were obtained by help of a gquestionnaire and interviews. They
also include qualitative answers to various questions concerning obstacles and sources of
competitiveness. Additional data sources were documents of the IMF, Central Banks, ministries
and studies of other organizations, in particular, the manufacturers associations of both countries.

The research procedure consisted of the design of the questionnaire and a program for the
computation of the indicators and their decomposition, the collection of data by from visits and
interviews, the computation and interpretation of the indicators, and finally, the reconciliation of
the findings with those of other studies.

Results of the analysis

The findings of the study are startling for Kenya, but predictable for Uganda. For Kenya, the main
finding is based industry performance comparisons of 1997 with 1984, i.e., during a 13-year period
of policy changesin the direction of freer trade and market orientation. Based on the three
indicators, it appears that, on the one hand, industries have gained comparative advantage as one
would expect, but have lost competitiveness due to increased distortions.

Starting with the situation in the mid-1980s, the average (across 78 firms) unit cost ratios were
UCx = 1.3, UCd = 1.11 and UCs = 1.15. This means that the manufacturing sector as awhole, to
the extent that the sample of 78 firms s representative, was neither export competitive, nor
endowed with comparative advantage, nor was it competitive in the protected domestic market
Since UCd was the lowest of the three ratios and lower than UCs, the sum of all distortions was
negative, meaning that the distortions acted as implicit subsidies. In other words the combined net
effect of the tariff and non tariff barriers helped the firms to compete against imports, and raising
their profitability. Export competitiveness was weakest, as protection at the level of inputs raises
unit costs and is not compensated by the protection of output prices, since exports pay only world
prices.

In the comparison between 1984 and 1997 based on the smaller sub-sample of 42 firms the
following average unit ratios have been calculated

UCs UCd UCx

1984a 1.15 > 1.11 < 1.3
1984b 1.22 > 1.16 < 14




1997 1.08 < 1.23 < 1.45

where 1984a refers to the sample of 78 firms and 1984b to the smaller sub-sample. The fact that all
number in 1984b are dightly higher than in 1984a means that the larger sample included firms that
were more competitive, generally, than the ones that were also part of the 1997 sample. But the
important point shown in this table is that in 1997, the inequality between UCs and UCd runsin the
opposite direction than in 1984. The sum of al distortions (equal to UCd - UCs) is now
significantly positive rather than negative as in 1984. Distortions, on average, act as penalty rather
than asimplicit subsidy.

The most important distortion, measured as a proportion of output value, isthe interest rate
distortion, which accounts for 22% of output value, while it had been -2% in 1984. The reason for
thisreversal isthat in 1997 the average lending rate was 30%, 10 percent higher than the shadow
interest rate, whereas in 1984 it had been estimated as dightly below the shadow interest rate.

The second factor weighing most heavily on unit costs in market prices vis-a-vis those in shadow
prices is the exchange rate distortion, which had been absent in 1984. The Kenya shilling was
found to have been well-aligned in that year, but became overvalue by 10% in 1997.

The net effect of protection on output and inputs was -15% in 1997, while it had been only -9% in
1984. Thisis surprising, because it means that, on average, the effect of protection on unit costs
(which is unit-cost reducing if the nominal rate of protection (NRP) on output is higher than that
on inputs) has increased. Since both NRPs have gone down because of trade liberalization, the
explanation of this outcome is that the average NRP on inputs was reduced more strongly than that
of output prices.

Finally, it is also certain that the energy, transport and communications cost distortions have
increased. For this finding we have only qualitative evidence in form of the verbal and written
responses to the 1997 questionnaire, but we have no comparable data for 1984. All firms reported
excess costs in these three areas, which account for 1.5% (energy) and 1.3% (transport and
communications) of output value. While these proportions do not appear to be large, in
comparison with the ones discussed before, they are important factors that have contributed much
to the deterioration of the business climate, or the "enabling environment”. Electricity blackouts,
unreliable telephone lines, unreliable rail transport and deteriorated road infrastructure account for
these distortions.

Our analysis of the sources of competitivenessis based on the relative size of the cost components
in total output value. This method is valid for the distortions, although most of them are obstacles
to, rather than sources of, competitiveness. Concerning the sources of comparative advantage,
however, which we consider as the real sources of competitiveness (as opposed to the temporary
and nominal character of the price distortions), the method of decomposition cannot be applied
rigorously. Excess costs of one factor may be compensated for by savings of another factor. In
other words, the possibility of substitution between factors of production must be taken into



account. Since our method of analysis would become too complex if we added a cost function
analysis, we have resorted to a much simpler statistical test.

We argue that when one factor's proportion in unit cost (at shadow prices) is particularly high
(meaning higher than average) whenever the total unit cost is higher than average, then it can be
considered a source of comparative disadvantage. The opposite is then true for a source of
comparative advantage. We have therefore regressed the coefficients of al four cost components,
tradable and non-tradable inputs, labor and capital over the unit cost ratio UCs, and found a
significant and negative intercept only for capital in 1984. Thisis interpreted as a negative bias of
capital. In other words, firms seem to have overused capital in the mid 1980s, which contributed
most significantly to their lack of comparative advantage. This conclusion is supported by the
evidence of low capacity use rates, which were widespread in Kenya in that period. In the 1997
sampl e this bias has been diminished and is less significant, which is consistent with our
observation of higher rates of capacity usein 1997.

Our comparison with Ugandais also carried out at the level of firmsin the industry case studies,
and at the level of industries. For the latter purpose, the data of 42 firms in Kenya are aggregated
into 16 industries at the 3- and 4-digit level of ISIC. In Uganda, the data of 21 firms are
aggregated into 12 industries with the same or very similar output mix In eleven of these twelve
industries comparisons are possible, while in one Ugandan industry (animal feed) no Kenyan
competitor could be persuaded to collaborate in our study. The comparison results in the following
average (across 11 and 16 industries for Uganda and Kenya, respectively) for our indicators of
competitiveness and comparative advantage.

UCx UCd UCs
Kenya 141 > 12 > 1.07
Uganda 1.45 > 1.15 > 1.08

First, the inequalities run in the same direction in both countries. This means that in Uganda, asin
Kenya, the sum of al distortions penalizes the manufacturers, in spite of the cost-reducing effect of
net protection. While Kenya has a competitive edge on export markets, however, Ugandan firms
are more competitive domestically. In other words, the Ugandan firms are, at present levels of
protection and other distortions, more profitable than the Kenyan firmsin our sample. Asto
comparative advantage, in both countries, manufacturing as a whole (to the extent that the samples
are representative), has a comparative disadvantage, and both in the same order of magnitude.

The industries that have greatest comparative advantage in Kenya are fish and fruit processing,
followed by grain mills and the beverage & tobacco industries. In Uganda, fish processing has also
comparative advantage, but it comes second alter the unexpected leader in the automotive parts
industry producing auto batteries, and footwear comes third. The inter-country comparison of



UCs, no matter its absolute value, shows that Kenya has an advantage in dairy products, grain
mills, bakery products, textile & clothing, paints and metal products, whereas Uganda has an
advantage in fish processing, footwear, paper products, cement and batteries. These conclusions,
especially when confronted with the reality of present trade flows between the two countries, leads
us to the following cautioning remarks.

Firgt, the industries are not always equivalent in both countries, concerning output mix. The paper
products industry, for instance, is represented by only one producer of stationary in our Uganda
sample, but by two paper millsin Kenya, which export raw paper to Uganda. Although being in the
same industry in our aggregation, they are at different levels of transformation, and one purchases
from the other, rather than competing with each other. Furthermore, the paper industry isvery
capital-intensive, and we have shown in the study that our indicators are biased against capital-
intensive industries. This bias comes from the fact that unit costs include the full opportunity cost
of capital. Firmsthat are fully owned and not in need of substantial borrowing, may be more
competitive than the indicators suggest.

Third, and more generally, all our figures are prone to special-case biases. Since we have obtained
datafor only one year, the performance of the firmsin that year may have been exceptionally good
or bad, and since the sample of every industry is very small, such biases attach to whole industries.

Policy conclusions

In spite of these words of caution, we believe that policy conclusions can be drawn from the
analysis. They differ dightly for the two countries, but let us start with one conclusion that isvalid
for both.

We conclude that the opening of the countries borders to trade, both regionally and
internationally, is a necessary, but not a sufficient condition for the growth and development of the
industrial sector. Libera trade policies must be cautiously monitored and complemented by other
policies that are consistent with the former and can be seen as part of an industrial strategy. Such
policies must include cautious fiscal and financial policies that prevent the cost of capital to be
excessive. They must aso include a cautious approach to monetary and exchange rate policy,
avoiding the competitiveness-reducing effect of overvauation. Third, and equally important, an
industrial strategy can only work if the transport and communications infrastructures are
maintained in good condition and expanded according to the needs of industries and their markets.
The utilities must also provide reliable services at competitive prices. And last, but not least, the
government bureaucracy must reduce as much as possible regulatory inefficiency (red tape) and
avoid corruption.

For Kenya, these conclusions are particularly imperative, since its industrial sector may be on a
downward dlide that makes the ambitious goals of the Government seem unreadlistic. The indicators
we have generated show that more liberal trade policies do seem to move resources more toward
activities with comparative advantage, but also that they do not guarantee international
competitiveness. To reach this goal, the important other distortions of the cost structure have to be
avoided or reduced, and that requires much more discipline in the policy areas singled out above.



For Uganda, the general conclusions aso apply, but the sector is still on a positive slope. It can
easily reverse this trend, however, if the conditions of the sector are not carefully monitored and
the discipline and consistency of various policies are not observed. The indicators proposed in this
study provide a useful tool, in our view, to monitor the impact of various policies on the
competitiveness of not only manufacturing, but all economic activities.

Paul Kwengwere, Alimon Mwase, Mabousso Thiam and J. Dirck Stryker, Barriersto Business
Expansion in Malawi and Senegal

The genesis of these studiesisthat, after years of Structuring Adjustments, many African
countries have made little business expansion progress. Thishasled to a desire to quantify
constraints faced by firmsand to set priorities. There exists a host of constraints such as
public utilities, availability of term finance, productivity, etc.

Case of Malawi

Researchers surveyed 20 firms with export potential. These firms were not selected randomly.
About one half of these firms operated below capacity. The constraints found were ranked in the
following order:

1. Telecommunications: they were unreliable and could cover only one-third of the territory

2. Water: undependable

3. Electricity: found that 80% of firms surveyed invested in generators, raising unnecessary costs
4. High cost of term finance due to high inflation

5. Uncertainty in economic environment (unstable exchange rates)

6. A breakdown in physica facilities

7. Insecurity leading to unnecessary cost

8. Fiscal disincentives

9. Distorted labor markets

Case of Senegal
For this study, researchers surveyed 54 firms and found these mgjor constraints:

1. Unreliable electricity

2. Financing due to low competition between banks and lack of legislation regarding the
relationship between banks and clients

3. Difficulties to access foreign markets

4. Difficulties in input supply

5. Competition from imported products

6. Difficult relation between private sector and bureaucracy

7. Trangport constraint in air, raill and maritime

8. Inefficient management of firms



Sara Sievers & Arthur Goldsmith, Perceptions of Governance in Africa: A survey of business
and government leaders

This ongoing project involves survey work in eight countries and builds on work undertaken by the
World Bank. Questions were asked to private business, professional organizations and associations
and civil servants. Preliminary results of the work show that:

. The business community sees more problems with the public sector than civil servants

. Professional organizations seem to agree with private business people regarding the public
sector

. Business people appear more optimistic about the future (Today is better than yesterday

and hope that tomorrow will be better)
Discussion from the floor

Question 1: Have looked at electricity pricing? Why are we advocating more capital while there
exists excess capacity?

Question 2: Though al the diagnosticsis familiar to al of us, why do not we have solutions to
these familiar constraints? Why actions have not been taken rapidly for these constraints?

Question 3: Does the business community want to get involved in addressing the constraints?

Question 4: The power sector is generally financed by donors who have aleast cost approach.
Meanwhile, this approach has a negative impact on the sector. Did researchers investigate this
problem?

Question 5: Asaworker at the Zambia Power Utility, the actor would like to inform the audience
that the Southern African State has a power pool aimed at: (1) Supplying e ectricity to countries
facing power problems, and (2) reducing costs in the long run.

Question 6: We need to brainstorm about finding solutions to the power problem, which is
apparently common to all the countries.

Question 7: Which recommendations should formulate for the constraints identified?

A study funded by USAID in Senegal identified the legal and judiciary problem as the most binding
constraints in Senegal. Is not a constraint today in Senega ?

Which solutions should we propose to address the constraints identified above?

Question 7: He has serious problems with what Mr. Siggel presented to the audience because (1) it
is not clear whether the competitiveness of the firmsisin domestic markets or foreign markets, and
(2) no assessment was made in the interna efficiency of firms while the blame is on the external
environment.



Responses

Goldsmith : Agrees with dl the criticism formulated by the audience regarding identifying well-
known constraints instead of finding solutions to the problems. This has implications for his study.
Thus far some have advocated building the civil society (business associations) and yet this has
yielded very few solutions to the problems. What needs to be done next to address the problems?

Sryker : In Mali, economic growth has put demand pressure on electrical power generation.
During hisvisitsto Mali, there are many power shortages to the point where thisis affecting the
efficiency of the firms. So far, electrical power is provided by public entities. In contrast to the
Malian situation, there exists a saving of more than one million dollars in Southern Africa owing to
Power Pool. What this meansis that countries need to be less nationalistic and need to get together
to satisfy consumer demand.

Kwengwere : He sees interna management of firms as a constraint to expansion.
Thiam : He aso considers internal management of firms and power as binding constraints.

Sggel : In Kenya, price of output is close to marginal cost, but firms think that cost istoo high.
For him, the constraints identified require government intervention, but it lacks political will to
address them.

Asfor his study, it has focused on the internal operations of firms but it is so detailed that he could
not report on them.

For Uganda, the manufacturing sector is very small compared with Kenya. The recent growth of
this sector originates from expansion of capacity, renovation by adding to existing capacity and
extension of work hours. The issue for Uganda is how to move from capacity expansion to long
term investment? This is not happening because the country lacks an industrial strategy. The
manufacturing sector may be taxed heavily and capital cost is also high.

Chair: Believes that we need to find solutions to the problems identified. In this respect, advocacy
needs to be enhanced and the legal and judiciary framework needs to improve to resolve conflicts
expeditiously according to the existing laws.

V. Afternoon Breakout Sessions
Session #1 Cross-Border Trade

Chair: Mantala Coulibaly (Office of the Prime Minister, Mali)

Rapporteur: Eckhard Siggel (CREFA/Laval University, Canada)

Presenters. Rogers Sezinga (TAN Discovery, Tanzania), Haji Semboja (ESRF, Tanzania),
and Lucie Phillips (1BI, USA)
Emilienne Raparson (CERED, Madagascar), and Jeffrey Metzel (AIRD,USA)



John Dadson, (University of Ghana)

Rogers Sezinga, Haji Semboja, and Lucie Phillips, Gemstone and Gold Mining in Tanzania

The study inquires whether mining will lead to sustainable development in Tanzania.
Mining has experienced rapid growth in Tanzania since the Gover nment reopened mining
to the private sector in the 1990s. This set off a mining boom, with gold, diamonds and
colored gems being mined. Small-scale mining has grown since 1991, and lar ge-scale
exploration isjust starting. There are also prospectsfor platinum, nickel and many
industrial minerals. By 1995, about 550,000 people earned income form mining.

Whether mining will bring widespread, sustainable development depends on world markets
and the stakeholders. The world market for diamonds will see long-term demand growth
and increased competition. For gold, long-term prospects are similar, with supply growing
rapidly in Africa and Asia, and widespread liberalization. For colored gems, marginsare
low and demand and supply mor e volatile. The Tanzanian stakeholders are miners, two
levels of government, central and local, and host communities.

The benefits are coming through foreign investment (US$58 million in 1998), gover nment
revenues (royalties of 3% of gross gold/gem exports, 5% from rough diamonds), and job
creation (over half a million artisanal and about 600 per large mine). But thereare also
environmental, economic and social costs. Among the latter two are“Dutch disease” effects,
inflationary pressures, corruption and, possibly, civil unrest. These effects often result from
reliance on direct benefits.

Indirect benefits may be more productive: contributions of international mining companies
to infrastructur e development, training and education. Gover nment can assur e that
infrastructure extends to communities, local environment is kept clean, industry diversifies
through linkages, and education and training are upgraded.

Both small-scale and large mining have their advantages. Small mining of surface depositsis
widespread and generatesincomes and FOREX in local communities. L arge mining exploits
big and rich depositsthat are difficult to access; it generates profits and FOREX offshore,
but some money stayslocal. Modern, lar ge-scale mining outproduces small-scale mining,
both in gold and diamonds. Proj ections show, however, that gold mining would grow
rapidly and exhaust the deposits quickly: maximum production would be reached by the
year 2002, followed by rapid decline.

A balanced policy can achieve more per manent benefits. It would focus on infrastructure,
security, single and transparent registration of claims, and stable policiesin stable
communities. Conflicts between small and large miners can be over come through changed
incentive structures.

Balanced policy would reserve alluvial depositsfor small mining and require reversion of
sub-economic deposits to small miners. L arge companies that focus on deep mining would



buy out small claim holders. It is being proposed that mines buy artisanal production. This
would fund the construction phase, slow the big mining rush and generate more jobs for
more years.

Policy recommendationsinclude arevised tax structure (already in progress), with a focus
on balance, a single and transparent register, revision of the ‘useit or loseit’ policy,
facilitation of co-mining and tackling of social/environmental problems.

Emilienne Raparson and Jeffrey Metzel, Domestic Marketing of Vanilla Exportsin
M adagascar

The study investigates how trade liberalization has affected the production and trade of vanillain
Madagascar. Vanillawas the last agricultura commodity to face liberaization in Madagascar.
Significant reforms have taken place since 1993.

The planned reform measures were, generally, carried out, but difficulties have arisenin
establishing new institutions to govern the vanilla market. The reduction of vanilla qudity, for
instance, and the reinforcement of an entrenched market positions were unintended consequences.

The reform was successful in raising Madagascar’ s share of world trade, but at the cost of alower
export price. It led to an increased number of processors and exporters, but the stocking
profession disappeared. Therefore, it changed the way vanillais marketed in Madagascar.

Initially, the effect of the reform was to raise incomes of the actors involved, and in particular, that
income was transferred to the producers. In the most recent period of the reform, however, all
segments of the economy have lost ground. Producers, processors and the public sector suffered
unexpected losses.

The reform has led to an end of Madagascar’ s monopoly in the world market, but it has not ended
monopsonistic behavior in the domestic market. Using an econometric model of the international
market for vanilla, the authors ssmulate three aternative scenarios, competitive trade, tax
maximization and economic benefit maximization, and find that all three scenarios would yield
additional benefits over the current situation. They conclude that the reforms are not complete and
their impacts are still working through the market.

The study leads to several recommendations. For Madagascar’ s internal market the
recommendations include: increasing competition among green vanilla buyers to improve returns
to producers, increasing the independence of producers by diversifying their incomes, supporting
development of producer and processor associations and an inter-professiona group, and raising
vanilla quality by reintroducing market coordination procedures. With respect to Madagascar’s
position in the world market, the country should examine the costs and benefits of reinstating a
modest export tax, avoid the reappearance of producer cartels, support new entrants into the
export market through provision of information on world markets, and establish the conditions for
a commodity exchange for vanillain Madagascar. Also, it should devel op trade finance
mechanisms for exporters.



John Dadson, Cross Border Trade in Ghana

The author of this study (coauthored by G. A. Morris, IBI, USA) presented the same report as the
one aready submitted in November 1998. The reader is therefore referred to the rapporteur report
of the Dakar meeting.

Session #2:  Financial Marketsin Africa

Chair: Fratern Mboya (Capital Markets & Securities Authority)

Rapporteur: Malcolm McPherson (HI1D, USA)

Presenters. Sam Ziorklui (Howard University, USA) and Fritz Gockel (University of
Ghana)
A.G. Abayo (ESRF, Tanzania) and Kofi Osei (University of Ghana)
Aleke Dondo (K-Rep, Kenya) and Jay Rosengard (HII1D, USA)

Sam Ziorklui and Fritz Gockel, “ The | mpact of Financial Sector Reform on Bank Efficiency
and Financial Degpening for Savings Mobilization in Ghana”

To set the context, many studies note that Africais poorer now than it used to be. A common
explanation for this has been the constraints imposed by the lack of long term capital. The two
studies on Ghana and capital market development discussed address the issue of how that
constraint might be eased.

Ghana had a long history of macroeconomic instability reinforced by low interest rates (“ cheap”
credit), the direct allocation of credit, and the poor supervision of financial organizations. The
outcome was afragile banking system with large arrears, high transaction costs, and low
confidence.

To reduce these trends, the government of Ghana introduced FINSAP, the financia sector
structural adjustment program. This program was designed to deegpen the financial system by
liberalizing interest rates, introducing new banking laws, and privatizing banks.

The impact has been the formation of seven new banks and sale of two state-owned banks. There
has been an increase in competition resulting in a closer association between commercial and
development banking and product innovation. The competition has been primarily non price. An
increase in smart card use has allowed Ghanaians to avoid using checks.

One outcome, however, isthat the M2/GDP ratio has not increased but the cash to GDP ratio has.
Banks have made large investments in Treasury Bills. There has aso been crowding out by proxy.
The government insists that contractors pre finance their work. Thisis government borrowing in
another guise.

Thisfinancial system is characterized by large interest rate spreads (16%), negative real interest
rates on deposits, positive rea lending rates, increased financial services, and marginalized network



banks due to transactions costs (especially in rural areas). Macroeconomic instability has led to an
increase in dollarization and reduced confidence.

Bank supervision has been expanded beyond the CAMEL criteriato include data on transactions
costs, the interest rate spreads, and risk characteristics of portfolios. The services sector has
benefitted but agriculture has done less well.

The policy recommendations include:

Judicious fiscal and monetary policy

Independent central bank

Enabling setting, especially outside the cities

Work on reducing the high cost of check clearing

Introduce deposit insurance

Action to reduce transactions costs (e.g., bill counting machines)
Need for acritical rethinking of the role of “development” banks

Conclusions

The 2020 visions of middle income status for Ghana are not attainable without financia
development. Dollarization should be legalized rather than outlawed. Measures are needed to
increase confidence.

Sam Ziorklui, Kofi Osei , and A. G. Abayo, The Development of Capital Markets and Growth
in Sub-Saharan Africa

The policy research questions were:

. What are the mgjor constraints to the development of capital marketsin SSA?

. What impact has financial sector reform had on the development of capital markets and
financial institutions?

. Has existence of a stock market in Ghana been a source of long-term capita for private
corporations? Has this had an impact on poverty alleviation?

. Where capital markets are limited (asin Tanzania), what are the sources of supply of long-
term credit to the private sector?

. What links are there between capital market development and real sector growth?

. What benefits and challenges are there to Ghana and Tanzania from regionalization and

globalization of capital markets?

The study was based on field surveys and interviews of capital market institutions, commercial
banks, regulatory ingtitutions, and “randomly selected employees of private corporations’. The
study covered the period from January 1990 to December 1998.

The study found that the Ghana government’s commitment to financia reform had yielded positive
results. The Ghana stock exchange has mobilized billions of cedis. Stock listings increased from



11in1989to 21 in 1996. Bank restructuring and interest rate liberalization have strengthened the
financial system and complemented the capital markets. Improved regulatory laws have
strengthened the legal foundations of the capital market.

The GSE (Ghana Stock Exchange) has performed well. Now cross listing of Ashanti Gold Fields
in major stock markets adds to its prestige.

There are anumber of challenges and problems facing the capital markets. The policy changes
have dealt with some of the problems; but others remain.

The weak macroeconomic environment increased the risks and volatility of the capital markets
retarding the pace of financial deepening. Fiscal deficits financed by the issue of high-yield
securities have crowded out supply of private securities. Investors showed a preference for high
yield short-term securities. Risksto foreign investors from their participation in the GSE have
been increased by high inflation and devaluation.

Problems have been the limited listings. The absence of hedging mechanisms and options increase
the exposure of investorsto risks. The Ghanatax system favors government securities and
penalizes long-term investment. Other problems include lack of liquidity, limited product
innovation, and the small number of products reduce the attractiveness of the stock exchange to
investors.

These limitations have undercut the role of capital market development in alleviating poverty.
Bank closuresin rural areas have restricted the services. Prudential regulations restrict access of
small enterprisesto credit. Downsizing of government has raised the number of urban poor
because they have limited accessto credit. The government’s anti poverty program in Ghana has
been bedeviled by corruption and nepotism.

Policy Recommendations:
The policy recommendations are:

. Create a viable macroeconomic setting

. Take steps to develop public confidence

. Create incentives for capital market devel opment

. Promote product innovation

Finally, because of limited investor awareness, there is a need for public education to overcome
problems from “infancy” of the market. With globalization there are benefits but it requires alocal
acceptance of foreign participation.

Aleke Dondo and Jay Rosengard, Financial Development for Microenterprisesin Kenya: The
Transformation of K-Rep from NGO to Commercial Bank




The transformation of K-REP occurred against a background of market segmentation. | —
informal arrangements (ROSCAYS), Il —formal, subsidized financial NGOs, and |11 — the formal
financial system.

Most of the people do not participate and were excluded from the market by virtue of the
limitations of the models employed.

K-REP started in 1984 providing small loans to the poor. By 1988 the high costs of the operation
began to be questioned. K-REP lending procedures were based on Grameen Bank principles. A
major problem has been continued aid dependence to support the lending program. In Kenya, K-
REP managers want to rely on savings mobilization not donor support.

Their objective has been to start commercia banking operations but retain the focus on small-scale
and micro lending.

Therefore, the effort was:

. Establish afinancia organization that did not depend on aid to be viable
. Rely on savings that are a cheapest source of finance

. Wanted a sustainable organization

. Focus resource flows to the poorest segments.

. Create a permanent institution to address problems of the poor

An effort was made to bring in other investors --- IFC, AfDB, Standard Bank. K-Rep has aso
introduced an Employee Share Option Plan (ESOP). It has taken time to formalize this
arrangement. Now have K-REP NGO to reach the poor and the K-REP bank. The lending
activities are designed to reach fishermen, nomads and mortgage finance and insurance. This effort
is designed to help the poor become organized financialy.

The challenge of financial viability among Financial Service Associations (FSA) within remote
villages has been met. Though remote and isolated, these are doing well.

To succeed in mobilizing voluntary savings, marketing will be a problem. Customers require
access, safety and a decent return. This requires the minimization of back office costs. But, it
raises the problem of how to reap economies of scale.

A magjor issue in Kenya has been regulation and supervision — of KREP itself, of other micro
finance operations, and of the nonbank financia ingtitutions.

Comments from the floor

To have aviable financia system, an economy needs a strong productive sector. In other
countries, it has been found that local banks are more likely to take risks. Has this been the
experience in Kenya? The problem is how to encourage financia participation by foreign banks
while maintaining the support for risky lenders.



Other countries have found that capacity building should be linked to lending. Isthis part of K-
REP' s operations?

With Basle Accords lending to risky groups is discouraged. How can this be overcomein
developing countries so that the poor are not disadvantaged through bank regulation?

Lending to the poor raises the issue of “what makes people poor?” Why are they vulnerable and
how does lending of the K-REP type help?

What is the supply side of securities? Have the researchers considered the structure of the private
sector and whether they are willing to tap the financial markets? Many businesses are family
owned and do not want to be visible by listing their shares or borrowing widely. Thisrisksthe
dilution of their control.

What role do foreign investors play? Can the markets be restructured to make them more
attractive for foreign investors?

Some countries had Over the Counter markets. Can these be revived?

Many financial sector reforms have not benefitted the poor. Can KREP maintain sustainable
programs that do help the poor?

Response

The presenters emphasized that financial development requires price stability, fiscal prudence, and
opening up to foreign influences.
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Chair Pepe Andrianomanana (Center for Economic Studies, M adagascar)
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Nehemiah E.Osoro, Philip I. N. Mpango and Hamisi H. Mwinyimvua, Enhancing
Transparency in Tax Administration in Tanzania

Fiscal reforms to address budget deficits in many countries in sub-Saharan Africaincluding
Tanzania, have laid more emphasis on austerity measures on the expenditure side (across-the board
cuts in government spending) and introduction of new taxes and recently, rationalization of the tax
structure. Little effort has been invested in addressing the problems of poor tax compliance and
leakage in the revenue system. This report focuses on the chronic problem of tax evasion and the
role of transparency in tax administration in enhancing tax-compliance in Tanzania. Transparency
in this study is defined to encompass clear and unambiguous tax assessment or inspection criteria



and collection methods, availability and access to tax related information (such as collections,
compliance rates, duty exemptions, evaders and sanctions against culprits), taxpayer rights and
obligations and appeal mechanism.

Two approaches were used to accomplish the objectives of the study. The first was the
guantification of the magnitude of tax evasion by mgjor tax categories from published secondary
data and internal records of the Tanzania revenue authority (TRA) and other government
institutions. This was done in the first phase of the study and involved deriving magnitudes of tax
evasion using indirect measures. The second approach, which attempted to corroborate the
findings derived in phase one, utilized survey data collected from questionnaires administered to
taxpayers and tax administrators. The aim of this approach was to get a sense of the extent to
which lack of transparency constrains tax compliance and whether enhanced transparency in tax
administration can enhance tax compliance. Dar-es-Salaam’ s tax region, which accounts for about
80 percent of all the tax revenue collections, was used as a sample area.

The study finds that tax evasion in Tanzania remains rampant. On average, tax evasion is around
30 percent of the total tax liability. Tax evasion takes place both in form of malpractice by
taxpayers and flouting of established procedures by tax officials. Taxable activities that are most
prone to tax evasion include import trade, retail trade business, service delivery, small and medium
scale industries and liberal professions. However, there are wide variations in evasion by and
within tax categories and by type of taxable activity. Overall, this study shows that tax evasion in
Tanzaniais very high in respect to tax categories that are typically subject to higher ratesor in
sectors with too many taxes. In part, complex tax legidation, corruption and lack of transparency
in tax administration generate this.

The study suggests ways to improve transparency in tax administration and tax compliance. Key
suggestions include registration of property owners, sole proprietors and small enterprises,
imposition of deterrent penalties against offenders — taxpayers and tax officials alike;
computerization of tax administration; and introduction of a vetting mechanism for both tax
officials and other senior politicians and Government officials. Others suggestions are: vigorous
taxpayers education on correct or required tax procedures, tax legidation, self assessment, how tax
money is spent, and importance of demanding receipts against purchase of goods or service;
increased resources for frequent tax audits; inspection of duty exempted goods; strengthening and
publicizing the system of tax informants; further rationalization of the tax structure; and
improvement of tax administration.

Bruce R. Bolnick, Financial Programming in East and Southern Africa

The term "programming,” in this context, refers to quantitative methods for determining policy
targets which are consistent with explicit macroeconomic objectives and assumptions about the
structure and performance of the economy, over a short to medium time period (often twelve to
eighteen months). In short, a programming model asks, "what macroeconomic policies are
required to achieve a given set of outcomes?' Thus, a programming exercise starts with the
objectives and derives the corresponding policies, with an emphasis on consistency.



In financial programming, the consistency conditions are manifest in an interdependent set of
macroeconomic accounting identities, including national accounts, the balance of payments
accounts, financial-sector balance sheets, and the government budget constraint. Values of the
various model parameters also have to be consistent with the structure of the economy and the
designated policy objectives. The standard financial programming model focuses on the objective
of macroeconomic stabilization, including both external and internal balance. Operationally, the
general approach can be outlined as follows:

Step 1. Specify target values for objectives such as inflation and foreign exchange reserves.

Step 2. Project the values for variables that are "exogenous' to the model, including real GDP
growth, prospective inflows and outflows of donor financing, and prices for main export products.

Step 3. Derive the values of macroeconomic variables that are "endogenous,” because they depend
on the values determined in step 2; the endogenous variables include nominal GDP growth and the
exchange rate.

Step 4. Derive the permissible growth of money supply (usualy, but not always defined as M 2)
and the corresponding expansion of domestic credit. Establish atarget for bank credit to non-
government, then derive the allowable amount of domestic financing for the budget, as the
balancing item in the monetary program. Step 4 is the monetary program.

Step 5. Combine the projection of net foreign financing and the target for net domestic financing,
to determine total funds available to finance the budget deficit. This determines the target budget
balance. Factor in the projected level of domestic revenues and derive the allowable target level of
government expenditure. Step 5 is the fiscal program.

The standard FP model can be augmented in many ways, such as incorporating econometric
estimates of underlying structural relationships, or adding structural equations to bring the
determination of otherwise exogenous variables into the model. A particularly important class of
modifications was introduced a decade ago in response to widespread concerns that focusing
exclusively on stabilization objectives meant a neglect of the need to stimulate economic growth.
This concern led to the development of models that incorporate a simple growth module into the
macro-financial framework. Nonetheless, in many countries (especially where data on the real
sector is quite weak), the standard approach is still to analysis real GDP growth separately, and
introduce it into the program as an exogenous parameter.

THE IMPORTANCE OF CAPACITY FOR FINANCIAL PROGRAMMING

Achieving and maintaining macroeconomic stability is a fundamental role for the state in any
economic system, as a cornerstone for promoting economic development. Since financial
programming is, in essence, a quantitative framework for achieving macroeconomic objectives, an
approach of this sort would be required even if IMF conditionality had never been invented. Y et
countries desiring an IMF "stamp of approval" have no choice in the matter: they must adopt
macroeconomic policy targets based on financial programming analysis. The issue is whether they



cede the technical work to IMF staff, or undertake their own in-depth analysis of macroeconomic
conditions. Long-standing practice in the region has been to let the Fund do most of the analysis.
This may be explained by ingtitutional constraints, and perhaps alack of commitment by leadersto
macroeconomic stability -- given the implication of belt tightening and stringent financial controls.
Another factor may be the widespread concern that financial programming is an inappropriate
foreign ideology imposed from Washington.

Whatever the past justification, the use of financial programming should be high on the policy
agendafor every country in the region. Every country now has an ample cadre of economiststo
manage a suitable design programming model, and most countries, unfortunately not all, have
become much more serious about achieving macroeconomic stability. Thisis partly aresult of
bitter lessons from first-hand experience with the adverse effects of lax policies. Another factor is
the increased accountability for delivering positive results, stemming from the spread of multiparty
democracy and the emergence of civic debate on economic policy. A growing commitment to
stability can be seen in lower inflation and higher growth across sub-Saharan Africa, and heard in
the daily clamor for faster and broader economic development. Finally, governments and donors
alike are paying increasing attention to "local ownership" of conditionality policies. Thereisa
growing appreciation of the fact that policies made in Washington are less successful than policies
with local roots, to the disadvantage of hosts and donors alike.

These deep contemporary currents create pressure for the achievement of home-grown policy
analysis. Recognizing that technical analysis undertaken by the IMF is often biased appreciably
toward stringency isimportant. Considering the inherent uncertainty in setting parameter values
for the macroeconomic consistency analysis, there isinevitably arange of plausible values for each
parameter. Should the program assume real growth of 4% or 5%7? Should the reserves target be
set at 4.0 or 4.5 months of imports? Should we assume that the velocity of money will be stable or
decline by 2%, showing a gradual rise in monetization? Within this legitimate range of uncertainty,
judgments must be brought to bear, recognizing that every parameter affects the derived policy
targets. Even assumptions that seem far removed from the policy arena -- for example, the
projection of Other Assets Net of the banking system--can have a substantial effect on the program
targets.

By systematically exploring various sets of responsible parameter values, one may generate a high-
to-low range for fiscal and monetary targets, consistent with the stated objectives for internal and
external balance. Adopting "tight" parameter values across the board -- call this the "austere
scenario”-- generates a program that maximizes the likelihood of favorable outcomes for inflation
and foreign reserves. But as always, there is atrade off: the austere scenario implies fewer funds
for public services, higher taxes, tighter credit markets, and greater risk of underperforming on
economic growth in the short to medium run. Alternatively, parameter values at the other end of
the range of uncertainty yield less stringent monetary and fiscal targets and less likelihood of a
serious contraction, but with more risk of underperforming on inflation and foreign reserves. To
sharpen the point, let's call this the “growth scenario”. Intermediate parameter values will generate
amacroeconomic program with an intermediate balance of risks and costs.



Characterigtically, the IMF sets parameter values very conservatively, creating a strong tendency
towards the austere end of the range. In fact, some programs go "off track" because the track is
unrealistic, not because of mismanagement in implementing the program. The need for developing
local capacity for financia programming is therefore be clear. Only by taking command of the
macroeconomic framework in detail can authorities ensure that the structural assumptions and
balance of risks adequately embody local judgments. In reality, the opposite has been the norm.
Many of the assumptions which underpin the Fund's program projections are insufficiently
scrutinized by government negotiators. Even when government officials do challenge the Fund on
certain assumptions, it is difficult to make a compelling case for modifications -- usualy involving
relaxation of the targets -- without offering a careful alternative analysis of the technical options.

To appreciate the serious repercussions that may ensue from leaving the Fund in control of the
technical analysis, it is useful to examine examples from Zambia and Maawi.

Example 1: Zambia 1993. Facing a dangerous inflationary spiral at the end of 1992, the
government of Zambia agreed with the IMF that the 1993 program should target a declinein
inflation to less than 20% by year end. Clearly, stringent policies were needed. The question was:
How stringent? In view of international evidence showing that the velocity of money generally
beginsto risein the first year of a successful disinflation, it seemed appropriate to assume a
downward trend in velocity for 1993, but the IMF opposed the idea of assuming "remonetization."
They held that disinflation would lag the deceleration in money growth, causing velocity to rise
further. The government acquiesced, and the program for 1993 was approved with extremely tight
monetary targets, derived from the indicated velocity assumption.

It took several months for the new cash budget system to operate effectively, but by June, fiscal
and quasi-fiscal pressures on the money supply finally came under control. Thereafter, monetary
policy tightened abruptly. For the period June through September, reserve money grew at an
annual rate of 10%, down from 68% a year earlier. Simultaneously, real interest rates on Treasury
bills soared to over 100% (from -28% the previous year). By October, the three-month inflation
rate was below 30%. Most remarkably, the Zambia kwacha began to appreciate in July as money
growth decelerated, even though donor funding remained tight. The basic cause was a virtua
evaporation of demand for foreign exchange, at atime when Bank of Zambia had to be selling
forex to meet the pre-programmed monetary targets for the third quarter. To attract buyers, BOZ
continued to push down the price of forex, even though the market was signaling an increase in
demand for kwacha balances. By October, when the kwacha had strengthened to 368 per dollar,
from 551 in June. Faced with this evidence, the Fund agreed to |oosen the monetary targets.
Money growth accelerated, and the exchange rate rebounded to 520 by year end, at which time the
three-month inflation rate was down to 10%.

The extraordinary bubble of appreciation, combined with extremely high real interest rates, created
tremendous strain and uncertainty for the productive sector. A major source of the instability was
that monetary targets were too tight and not re-adjusted quickly enough. If the program for 1993
had allowed for even a small rise in money demand and decline in velocity, the path of disinflation
would most likely have been less disruptive, though inflation might have declined a bit less quickly.
Whatever one believes about the appropriate velocity assumption for the macroeconomic program



in 1993, the lesson is that assumptions matter a great deal. Reasonable views and informed
judgments of the government team should carry greater weight in determining the program targets.

Example 2: Zambia 1994. Again in 1994, the Fund's technical analysis had serious repercussions
for the economy, this time on the fiscal side. The Fund's analysis produced a large financing gap in
the fiscal program, which led to the adoption of fiscal measures that included arise in the sales tax
rate from 20% to 23%, reversing two years of tax-rate reductions to stimulate growth. Y et the
fiscal gap was a product of the technical assumptions. Under aternative assumptions -- well within
the legitimate range of uncertainty -- the fiscal gap would not have arisen at all. If the program had
assumed: adightly smaller rise in foreign exchange reserves; a bit less depreciation of the real
exchange rate; asmaller, but still robust target for growth of credit to non-government; adeclinein
velocity to the level achieved in 1992; and atarget of zero net non-bank borrowing in real rather
than nominal terms, then the alowable net bank credit to government for 1994 would have been
higher by 1.6% of projected GDP - given the same inflation target. No hike in the sales tax would
have been needed. Once again, the point is not to argue for a particular set of assumptions, but
simply to show how important the assumptions can be.

Example 3: Malawi 1999. In December, 1998, the IMF concluded negotiations with the Malawi
Government on the ESAF program for 1999. By March, 1999, M2 was above target by more than
K1 billion, or more than 15%, yet many indications suggested that liquidity was not at al
excessive. The foremost indication was low demand for foreign exchange, during a season when
banks are usually net sellers. Indeed, it was difficult for the Reserve Bank to withdraw reserve
money viaforeign exchange transactions. Unlike Zambiain 1993, RBM chose not to precipitate a
sharp appreciation to stimulate sales, but this meant that the monetary target was missed by awide
margin. Other market signs of tight money included negative levels of excess reservesin the
banking system, alarge increase in commercia bank borrowing from RBM at high penalty rates,
and very high forward-looking real interest rates. By all appearances, real money demand had risen
in response to high interest rates, arelatively stable exchange rate since August 1998, a strong
foreign exchange reserves position, and good prospects for falling inflation going into the harvest
Season.

How could the monetary target be so far off so quickly? Once again, the answer liesin the
technical assumptions which were fed into the IMF financia program. These included an
underestimate of the inflation rate as at December, 1998, and an assumption that velocity would
rise by 12% in 1999 on a period-average basis. This sharp decline in demand for real money
balances is difficult to rationalize. If anything, the program scenario of declining inflation, high real
interest rates, and a fairly stable exchange rate suggested that money balances ought to be
recovering in 1999, not falling. When RBM ran its own financial program using aternative values
for these key parameters, they computed a March target for M2 that virtually matched the actual
value.

L et no one mistake these three examples as arguments for lax policy management. Thisis
emphatically not the intention. Irresponsible options must be ruled out of bounds by any
government seriously concerned about achieving macroeconomic stability and establishing a
reputation for credible policy management. Rather, the issue is the importance of taking command



of the technical work that determines program targets, in consultation with the IMF. Local
implementation of financial programming will strengthen government's hand in the negotiations,
generate more practical programs, and enhance local ownership of the macroeconomic policy
targets.

SOME COMMON CRITICISMS

The question remains as to whether financial programming is an appropriate framework for
application to low-income countriesin Africa. Let us briefly consider six common criticisms.

. Financia programming is based on arigid monetarist model that has no relevance for
countriesin thisregion. Early versions of the financia programming model were definitely
cast as monetarist models, and the analytical framework developed by the Fund was a
precursor to the monetary approach to the balance of payments. The centrality of the
guantity equation sounds rigidly monetarist. Y et the quantity equation itself is an identity
which applies to every economy every year regardless of ideology. It does not require a
rigid mechanical link between money and inflation, given suitable assumptions on velocity
and real GDP growth. As discussed in section 11, the financial programming model is
essentially a consistencyframework based on technical identities: the national accounts
identity, the budget constraint, the monetary survey, the balance of payments identity, and
yes, the quantity equation. To postulate that the changein M x V equals the target change
in Px Qisequivalent to saying that aggregate demand equals aggregate supply - and easier
to compute in economies with weak data on aggregate demand.

. Financial programming is a framework imposed by Washington; the tool is needed only
because of the external pressure. The IMF certainly does impose monetary and fiscal
targets based on financial programming analysis. Even without the external pressure,
however, governments need some form of financial programming model to ensure that
fiscal and monetary targets are consistent with intended macroeconomic objectives.

. Financia programming istoo complicated to be useful in low-income countries with limited
technical capacity. IMF missions use a model which embodies detailed interrelationships
between nationa accounts, balance of payments, monetary accounts, and fiscal accounts,
plus other assorted elements, case by case. The complexity reflects the cumulative effect of
years or decades of refinements. For low-income countries, there is along history of
advanced models being imported and not sustained. It is best to begin with a simple system
that can evolve to incorporate additional elements over time. A basic set of consistency
conditions can be implemented in aformat as smple as one-page spreadshest.

. Financial programming gets things backwards. Targets should be determined by the need to
provide essentia public services and stimulate the economy, not from monetary analysis.
This claim has wide circulation: instead of curing macroeconomic imbalances by
compressing demand, the country is better served by stimulating production and exports,
requiring larger government expenditure and bank credit. The argument is not illogical: in
terms of the quantity equation, why not increase Q rather than reducing M? The problem is



that this route is entirely impractical under circumstances of high inflation or large external
imbalances. If the money supply is growing by 30% or 50% or 100% per year, it is
impossible for real output to rise accordingly. Likewise, exports cannot possibly respond
enough in the short term to close glaring gaps in the balance of payments. Restoring
macroeconomic balance requires lower growth of money and nominal aggregate demand.

. Financial pro gramming causes contraction, unemployment, and declining real wages; other
are needed models to foster growth rather than poverty. Macroeconomic stabilization
requires contractionary measures when initial conditions entail large internal or external
imbalances. Blaming the model is like blaming the mirror for revealing blemishes. The
contractionary effect of adjustment has to be weighed against the long-term damage to
growth, job creation, and standards of living, which result from failing to control inflation
and achieve a sustainable balance of payments position. Still, as noted above, the IMF does
have a distinct tendency to err on the side of stringency -- tilting the balance of risks
towards contraction, in order to achieve faster adjustment. As governments assume
command of the technical analysis, the underlying judgments can shift, and more attention
can be paid to devising strategies for "adjustment with growth.” In conjunction with
appropriate structural reforms, using a macroeconomic consistency model to improve
monetary and fiscal policy management is ultimately pro-growth, pro-job-creation, and
pro-poor.

. Financia programming is too aggregative to take into account important structural
constraints in our economy. In many respects, the "structuralist” critique raises valid points.
For example, financial programming models rarely incorporate cost-push effects of rising
interest rates. Also, by focusing on financial flows, the models can give a misdeading or
incorrect picture of real-side effects on variables like employment, real wages, and
production. But one must not lose sight of the fact that different models serve different
purposes. The purpose of financial programming is to provide a macroeconomic
framework ensuring that monetary targets are consistent with growth and inflation
objectives, that the budget program is compatible with projected financing, and that balance
of payments conditions are sustainable. Other analytical tools can be used for the design of
structural and sectoral policies. Economists who implement a financia program must be
sensitive, however, to local conditions in setting parameters values. These include the
responsiveness of imports and exports to changes in the exchange rate, the structural links
between depreciation, inflation, and interest rates, and the relationship between trade
performance and revenues. While GDP growth is usually exogenous to the model, the
estimates should serioudly take into account structural factors such asreal interest rates,
the real exchange rate, and real growth of credit to the private sector. These and other
structural refinements can be incorporated into the analytical framework over time.

SUMMARY AND CONCLUSIONS
This paper has outlined the nature of "financial programming" and explained the importance of the

methodology as a standard tool of macroeconomic policy management, with an emphasis on local
control. Among the main points, | would highlight the following:



. Financial programming is a quantitative approach for determining monetary and fiscal
targets which are consistent with designated macroeconomic objectives and projected
values of key parameters.

. The main objectives usualy include target values for growth, inflation, and the
accumulation of foreign exchange reserves.

. The financial program derives monetary targets from simple accounting identities, given the
designated objectives and assumptions. The model matches monetary targets to projected
sources of money growth using the monetary survey as the framework for analysis. The
allowable amount of net bank credit to government is the balancing item.

. The monetary analysis is combined with projections of non-bank financing and an estimate
of net foreign financing (consistent with external balance), to derive a target budget
balance. Combined with a projection of domestic revenues, this determines the government
expenditure targets for the program period, consistent with the overall macroeconomic
objectives.

. Applications of the general framework can be very smple or very complicated; relatively
simple versions can easily be implemented.

. Viewing the model as a straightforward consistency exercise is deceiving, however,
because there isa great deal of uncertainty, discretion, and judgement in setting the
parameter values which determine the fiscal and monetary targets.

. For this reason, governments need to assume ownership of the analytical framework, and
bring their own analysis to the bargaining table.

The last points bear emphasis. Every parameter in the model is a potential issue for negotiation,
within arange of technical uncertainty. No one can "know" the future parameter values with
precision, particularly in countries where data quality is low and economic relationships have been
unstable. Y et parameter values determine the results, with important real-world effects on the level
of expenditure for public services, the pace and direction of tax reform, the growth of money and
credit, and the overall stance of monetary and fiscal policy. As acorollary, missed benchmarks may
reflect problems with the assumptions used to derive policy targets, rather than mismanagement. In
an unstable economic environment, where major adjustments are being pursued, thereisahigh
degree of uncertainty in setting parameter values even over periods as short as three to six months.
Thus, the macroeconomic framework should be reassessed on aregular basis, in light of the latest
information.

Financia programming is not a mechanical process, and since the results have alarge effect on the
economy, governments throughout the region would be well advised to strengthen their capacity
for implementing the methodology as a basic tool for macroeconomic policy management. This
will also reduce the extent to which programs are designed and imposed "from Washington."



Effective implementation requires a strong commitment to macroeconomic stability at the highest
levels of government. On the technical side, it aso requires serious attention to database
development; adoption of new procedures and assignments within the central bank; the
establishment of close operationa links with liquidity managers in the central bank and budget
managers at Treasury; and technical training to ensure that the methodology is deeply understood
by economists involved in the process.

Once financial programming is integrated into the policy process, the technical analysis can provide
authorities with a powerful tool for achieving macroeconomic stability, as avital pre-requisite for
promoting investment, efficiency, growth, improved public services, and above al, the aleviation
of poverty.



